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Whether your re buying, selling o 
merging, there are ‘windows of opportuni 


With our help, you'll find 
more of them. 


And they'll open wider. 





 KPBl6 








When you're considering the 
possibility of a merger, an acquisition ora 





divestiture, good prospects are few and far 
between. 

And even with a good prospect, the 
right opportunity can be a fleeting one. 

If all of the many 
resources required to complete 
the deal aren't at your immediate 
disposal, a ‘window of opportunity’ 





can suddenly close, at any ofa 
number of stages in the proceedings. 

Leaving you on your own in the dark; 
ary likely with bruised fingers. 

But Chase can make things easier 
from the word go. 

Our international 
presence gives us an unsurpassed 
awareness of which companies 
are in the market — and for what — 





virtually anywhere in the world. 

We can locate prospects that other 
banks simply haven't got wind of. 

And having done so, we're better 
placed to fasten onto them. Fast. 

Because, unlike other 
banks, we have mergers and 


acquisitions teams on the spot, and 





in the know, in every major 
business centre around the world. 

Armed with very considerable 
expertise and backed by specialists with career 


experience in every major industry: - 





electronics, plastics, textiles, steel, shipping, 
mining, petroleum and entertainment — to 
name but a few. 

























Which means that we can offer an 
unusually clear understanding of your objectives. 

So that whether buying or selling, 
you'll receive a more accurate assessment and: 
valuation, and better advice as to the negotiation 
strategies and tactics that ought to be employed. 

Finally, we can call on a whole 
arsenal of funding options. 

And our specialists in equity 
underwriting, placement and financing, 
leveraged buyouts, corporate restructuring and 
asset deployment will work with you to help you | 
get what you want. 

Our ‘prospecting power and speed - 
of response — and our ability to deliver the 
necessary mergers and acquisitions and 
financing skills — all stem from one thing. 

Ourtotal global banking capability. 

Integrating size, international network : 
and highly specialized industry knowledge 5 
with the broadest array of commercial and 
investment banking products and services, this 
capability is what sets us apart from all other - 
financial institutions. 

And it's available to you world wide. 

Call us now, in complete confidence. 
to talk about those ‘windows of opportunity’. 

We think you'll see the light. 


MERGERS AND ACQUISITIO 


For further information in the strictest confidence, contact Pat Alexander in Hong Kong on (5) 8431308, Ez. CH 
Hasan Askari in Tokyo on (3) 287 4100, or Lim Jiew Keng in Singapore on 530 4246. - À ; 








AND FOR A MOMENT YOU HELD YOUR 
BREATH, IN THE PROMISE OF ENDLESS BIRTHDAYS TO 
COME. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENTS. 





OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
AT THE OLYMPICS. IN THE SPACE PROGRAM 
IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 


() 
OMEGA 


Omega — Official Timekeeper of the Olympic Games, Calgary and Seoul 1988 
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Wunderkind at40 sii 
Alas, poor Marx -deete 
Angola: Every peace has a price ........... 
Canada's Arctic antic .....8.......00 eee ees 
Two laws for Lloyd’s of London ......2.... 


Gilded youth in Britain's universities. 


Refugees yearning to breathe free sus 


WORLD POLITICS AND CURRENT AFFAIRS 


ASIA.. à 
21 Showdown in Punjab s 
22. India's Afghan diplomacy 
22 One cheer for Sri Lanka’s election 
25 And another for Thailand's . 
25 Japan: contemplates its China card 
26 And the Japanese debate their constitution: 


AMERICAN SURVEY 

19 Embarrassment over Panama 

30 Threats for Mexico 

30 End of the immigration amnesty 

31 Favourites win the primaries 

31-The campaign to make the allies pay 

32 Good times for basketball 

31 Parents fight over children in coüit 
-38 Congress stiffens its ethical standards 

38 Packard s $2 billion for charity 


INTERNATIONAL 
41 Israel knocks at Syria’s back door 
42 Charming Cuba seeks (rich) friends 
r General Pinochet: Out on a Chilean limb 
Hox aica's drug habit 
e whiff of corruption in Brasilia 
H Darfur: A report from bandit country 
46 When Afrikaners rebel 
46: One-party Zimbabwe 


EUROPE. 

41 Turbulent Poland 

48 Turbulent Soviet Union 

48 Epistology and Kremlinology 

49 Turbulent Hungary 

49 Denmark's election 

50 Why the RA likes mainland Europe 

50 French hostage g go free 

51 Turkey rumb 

51 Turkey and Bulgaria: Weightlifter diplomacy 
:52. A fragile government for Bel lgium 

52 Andorra gets a Habsburg intervention 


THE PHILIPPINES 
52 A question of faith. A survey 


BRITAIN 
53 The fading echo of union power 
54 Gibraltar killings 
54 Publicising public spending 
55 Booming builders 
56 Health insurance for the old 
56 Television's independent producers 
57. Milk marketing monopoly 
58- Biggin Hill akes pit. 








BUSINESS, FINANCE AND SCIENCE 
ENGLISHLAWYERS 


17. Waking them up 


59 BUSINESS THIS WEEK : 


BUSINESS 


| 4 61. West Germany's top ca bristar.. 
“62... and their contrasting styles 


63 Economics focus: Leading indicators 
64 Japan's tourists on a high-yen spree 


-67 Japan's biggest taxpayers ~~ 


67 Mexican privatisation. 
68 Brazilian nationalisation | 
68 Dilemmas in America’s television business 


^ 73- World airlines’ computer links 
= 13. Hongkong s hotel boom 
44 European soccer rand 1992. 


FINANCE i 
77 Dearer money comes creeping back ` 
18. Battles at the Asian Development | Banh 


"18 London property moves west 


79 Market focus: Insider trading © 


* 80 Texan banks over the brink 


81 J. P. Morgan’s cultural revolution - 


SCIENCE AND TECHNOLOGY 


~ 85° Contesting man's inheritance 


86 A dark future for electricity in the third world 
86 A great attractor in the sky? 
88 Room for improvement on the racecourse 


ECONOMIC AND FINANCIAL INDICATORS 


99 Output, jobs, prices, commodities; bourses, in- 


terest rates, trade, currencies, plus a closer look 
at Switzerland’s economy and government-bond 


yields 


BOOKS AND ARTS 
89 The awful mystery of Roy Cohn 
90 Zia's Pakistan 
90 Dissecting the latest British election 
91 Magnificent Chaliapin 
91 Philippine films go soft 
92 Degas: Form, not fluff 
92 The Charlie Parker tapes 


“LETTERS 
6 Denn ón Britain's new bourgeois, Danube 





dreams, reluct ini ihe. deposit i insurance, |: 
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Wunderkind at 40 
In 1948 West Germany freed i 
ecohomy and wrought a miracle. 
Now it is complacent with its 
riches, weak in its foreign policy, 
| page 11. And its biggest firms 
| may be getting too big, page 6l. 
























Punjab showdown 
| The world's worst terrorism, 
Page 2L 







“Crumbling } Marx 
Communists strain at their one- 
party straitjacket, page 12, in Po- 
| land, page 47, Russia, page 48, 
|" and Hungary, page 59. 
























|. Next, dearer money 
Interest rates edge up in Amer- 
| ica, Japan and West Germany, . 
page 11. 



























Question of fait 
For Aquino’s Philippines. 
vey after page 52. 


| Breathe free 


A proposal to give refugees asy- 
lum, page 16. America ends a 
pretty successful amnesty for ille 
gal immigrants, page 30. 



















| House of Morgan 


Tries to become investment 
bank, learns about pitfalls, : ds 
pages 81-84. si 
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redress the balance between 
anagers and shareholders. You 
‘go on to warn the bourgeoisie to 
_ avoid conspicuous consumption 
and, quoting Keynes, ask it to 
save as the bees do. However, 
_ these tax proposals will have the 
opposite effect on many. 

The seed-bed of large compa- 
nies and the bourgeoisie alike is 



















management and shareholders 
are indivisible. The retention of 


by high taxation of pay and divi- 
*dends. Now pay and dividends 
suffer tax at a maximum of 40%. 
Retained earnings suffer cor- 
poration tax at 35%, and the 
«balance carries the déad hand of 
deferred taxation at 40%—a to- 
* tal of 6196. 

|. The formation of companies 
^ ds less attractive, so is the flota- 
* tion of existing ones. Do not be 
-a bee but spend, spend, spend. 


_ Thame, 
! Oxfordshire DAVID GOMME 
- Si—Your stirring leader 
“Growing ¿rich again” -was 


* marred by the fanciful statement 
; "The south-east of England is al- 
ready one of the most classless 
laces in Europe.” It is the very 
nvisibility of the new under- 
ss, concentrated in the inner 
es, which makes it all the 
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the private company in which 


earnings used to be encouraged: 
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more important to keep it in 
mind. These are the people who 
will become increasingly absent 
from our view as some of them 
fail to register for the community 
charge, thereby forfeiting their 
rights to benefits and: of course 
their places on any accurate 





statistic. 
London SEBASTIAN KRAEMER 
Danube dreams: 


Si&—Dreaming of what "the 
party line-up in à free Hungary" 
(April 2nd) would be is amusing, 
but about as fruitful as compil- 
ing a Politburo for Britain (Tony 
Benn? Vanessa Redgrave?). 
Encouraging though it is that 
establishment figures like Imre 
Pozsgay are meeting writers, phi- 
losophers and- environmental 
ists, the threat, as usual, comes 
from the other ‘side: Workers 
and grassroots party members 
who see their living standards 
eroded and their jobs at risk 
tend to look back fondly to the 
days of good, old-fashioned so- 


cialism—and none too kindly on: 


the aspirations of the intelligen- 


tsia. : 
A backlash against reform 


and economic common sense oc-.. 


curred once before, from 1972 
to 1977, at enormous economic 
and political cost. Spare. a 
thought for a party determined 
that this should not happen 
again, and also determined to 
broaden the frames of democ- 
racy and civil rights in Hungary. 
Budapest BRIAN McLean 
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“Reluctant Englishmen - 


(April 16th) you call Sandy Lyle 
“a Scot who plays out of Eng- 
land". In fact, he was born ín 
England, brought up in England 
and learnt his golf in England, 
His only connection with Scot- 
land is his parents. Substitute 
Wales for Scotland, and this is 
true for lan Woosnam too. 
These are examples of a com- 
mon .phenomenon—the  pre- 
tence of English people who 
have an ancestor from the Celtic 
fringes that: they are of that 
Celtic nationality. Why is this? 


ao 





Perhaps they are showing a 
characteristic. English desire to 
differentiate themselves subtly 


from their peers. Has anyone an 


alternative explanation? 


n, 
Essex J. DUFFIELD 





Deposit insurance 


Sir——The: $10.8 billion recapit- 
alisation of the Federal Savings 
and Loan Insurance Corpora- 
tion (authorised last summer by 
the Competitive Equality Bank- 
ing Act) involves no taxpayer 
funds at all. Your remark in 
“Caveat, depositor” (March 
26th) that the FsLic has had to 
“beg billions from the taxpayer” 


^reflects:some sloppy research. It 


is insulting to the 3,000-or-so 
private companies which would 
shoulder all of the repayment for 
those funds. These are being 
raised wholly in the private capi- 
tal markets, 
WiLLiAM O'CONNELL 
United States League 
of Savings Institutions 
a 


Chicago, 
Illinois 





Fusion’s image 


Sin—There has been at least one 
significant spin-off from fusion 






Si&—In your leader. on golf 


netic: reson: 
was develope 





magnets is about $250m a year. 
. The technology base of Oxford 
Magnet Technology in’ Britain 
was developed at the Culham 
and' Rutherford... laboratories. 
And most of the people now 
making MRI magnets in America 
came from the fusion research 
programme. : 
Schenectady, T 
New York Jay BENESCH 


M ————Á—À— Ó—MM— A 












Ringing the changes 


Sir—Concerning public tele- 
phones (March 12th), two things 
strike the visitor to Britain from 
Japan: not only. do British 


^." payphones not work, but there 


are so few of them. Britain; you 
say, has 79,000. In Japan th 
are 800,000. Needless to s 
they all work. 

The fewer the phones which 
work, the quicker they fill up 
with coins, the more profitable 
théy are to steal from. Because of 
the greater nuisance value, they 
are also more fun to vandalise. 

Britain needs many more pub- 
lic telephones and these must be 
carefully sited in “defensible 
space”: for example, under the 
eye of shop cashiers, railway-sta- 
tion staff, in police stations and 
all-night shops and garages. 

If British Telecom will not 
empty the coin boxes. before 
they fill up, why not contract out 
to someone living near the call 
box, who could receive. a per- 
centage of the takings and would 
thus have an interest in keeping 


a watchful eye on his fief? 
Kangawa, 
Japan Patrick Cat 
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PUBLICATIONS. 


THE ECONOMICS OF TV 
ADVERTISING IN THE UK 


A controversial: new report by Booz 

Allen & Hamilton, just published. by The 

Economist Publications Limited, shows: 

@ how soaring TV advertising costs 
are stifling the UK economy 

€ why ITV's programmes cost 61% 
more than the BBC's 

@ why a fifth TV. channel-is vital both 
for advertisers and the UK economy 

€ how a fifth channel would be 
financed 

The 100-page report is to be discussed 

at Cabinet level shortly. For your 

personal copy send £49.1o: 

The Economist Publications Limited 

{EYVL}; 40 Duke Street. London WIA 


























MONTSERRAT 


Financial Adviser 


To £34,700 


Situated in the Leeward Islands of the West indies, 
Montserrat is a British dependency with a population of 
approximately 13,200. The island is mountainous with dense 
tropical vegetation, average temperature is 86°F. 

You will be based at the Government Headquarters in 
Plymouth and report to the Financia! Secretary. Your duties 
will involve advising on monetary policy relating to foreign 
exchange, interest rates, credit domestic savings. and 
investment, money supply and prices; monitor relatioris 
with international and local financial institutions; and review 
Offshore Financial Services Industries, making proposals for 
expanding legitimate operations in this sector. You will also 
oversee development of the private sector providing 
Government support where appropriate: recommend 
improved public sector financial management and 


budgetary contol systems; advise on public debt policy and — 


management; and analyse fiscal policy choice and fiscal 
practice and assist inits improvement... ; 

A British citizen aged up to 50, you should have á Finance. 
or Banking Economics.degree or a full professional ci 
Accountancy Banking qualification and have at least 10 years 
relevant experience. Developing country experience is 
desirable. : Romei : UE 


Terms& Rewards ` | 

On contract to the British Government for 2 years, on loan 
to the Government of Montserrat you will receive a salary 
(UK taxable) in the range £26,875 to £31,575 pa, with tax free 
allowances of £525 to £3,335. Other benefits include paid 
leave, family passages, children's education allowances, free 
accommodation and medical attention. 


For details and application form, please write, quoting job 
title and ref. 369/SL/TE, to: Appointments Officer, Overseas 
Development Administration, AH 351, Abercrombie House, 
Eaglesham Road, EAST KILBRIDE, Glasgow G75 BEA. 

Or Tel: 03552 41199, ext. 3375. 
Closing date for completed applications is 2Bth May 1988. 
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POWER DESIGN BUILD 
GROUP LIMITED 


CHIEF 
EXECUTIVE 


(MAJOR NEW ZEALAND CONSULTING 
& CONSTRUCTION COMPANY) 
This is a demanding and rewarding opportunity for a 
talented executive with strong leadership qualities. The 
Companyis a separate and wholly-owned subsidiary of 
ELECTRICITY CORPORATION OF NEW ZEALAND LIM- 
ITED. Therole of the Company is to supply professional 
and cost effective consultancy and construction ser- 
vices to existing clionts and new clients in the ener 
sector within New Zealand and overseas. The Ch 
Executive will head all three Boards under the “Power 
Design Build Group". The Group provides the overview. 
and support for the two separate business units which — 


' areresponsiblefor their own profit, market penetration 


and sales. New business is being sought both locall 
and overseas, including jointventures, and the consoli- 


“dation of existing clients. There are over 900 staff. The 


location is in the Capital City, Wellington, New Zealand. 
REQUIREMENTS: 


@ Proven general management and successful profit 

- centre-experience. ^. s: m 

@ Experience in a major engingerng: consulting or 
construction organisation would be helpful butis not 

"essential. ^... ^ n 

@ Strong leadership capacity to provide strategic 
direction and motivate people to achieve objectives. 

€ Sound commercial judgement backed by strong 
negotiating and contract management skills. 

@ Marketing flair, particularly in developing markets | 
and new business activities. S 

@ Experience in financially orientated decision 


making. uim 
REWARDS: 
@ An internationally competitive remuneration pack- 
age is available including an appropriate perfor- 
mance based incentive scheme. 


APPLICATIONS: ; 
pilin ronidernin i sae i ibe n stating age, 
experience, qualifications, other relevant experience 
and telephone numbers, mentioning Position RB3023, 
to: 


RON BORLAND 
MANAGEMENT RESOURCES LIMITED 
PO BOX 10-157, WELLINGTON, NZ 
Telephone 731-488, Fax 731-438 


An Associate of Coopers & Lybrand 
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Head of Consulting Germany — 
Attractive Package | | 


SRI International, one of the world's leading independent research 
organisations and pre-eminent management consultancies is expanding 
its German consulting team and requires a new leader to develop its 
German Corporate Consulting Practice. 


Candidates must have the stature to: 

* expand our practice inGermany at Board level 

* leverage SRI's technology and strategy consulting capabilities based in 
Europe, North America and Asia to further our global business 

€ set the strategic direction of our Information Systems Management and 
Performance Improvement Practices in Germany. 3 


Naturally, first class academic and personal attainments are expected with 
relevant business development and blue chip company experience. If you 
meet these exacting requirements we will be pleased to meet you at 

| interviews to be held in Frankfurt or Londoni in My 


In the first instance please write to: Director of Human Resources, 
_ SRI International, Menlo Park House, 4 Addiscombe Road, Croydon CRO5TT, UK 


GENERAL MANAGER BIEZZE 


SRI International 














^ /nternational 
EUROPE, MIDDLE EAST AND AFRICA : GLOBAL BUSINESS INFORMATION AND ADVICE 





Business International, part of The Economist Gioul: is the world leader in the field of providing multinational 
cope rater and government agencies with practical advice, analysis and information on political, economic and 
ice issues and corporate practices in 130 countries. It does so through an integrated system of 
lications, counselling services, research, conferences and online databases. Business International, which 
incorporates The Economist Intelligence Unit, provides. these services to most of the world’s largest 100 
companies. 


The Board of Business International is now implementing a five- eyear development strategy, including the 
development of new products and services, in each of its six global business divisions. The Chief Executive now 
. seeks to recruit a General Manager to direct the plan in Western and Eastern Europe, the Middle East and Africa. 
‘He-or she will lead a team of 100 professional staff located in the region's head office in Geneva and also in Lon- 
don, Paris, Rome, Vienna and Madrid. 
Candidates, ideally aged 40-45, will have a first-class track record as a senior executive preferably in consulting, 
value-added publishing or professional services. The selected candidate will be multilingual and will be able to 
demonstrate evidence of successful profit-centre management, and an ability to deal with people at high levels in 
business and government. 


The compensation. package, consisting of a base salary, supplemented by performance-related incentives and 
_ benefits, will be such as to attract an outstanding individual. 


^; An international firm of executive search consultant has been commissioned to identify candidates. Please: write 
án Somelete confidence to: p 


Box 3593 





The 





nist, 2 25 st James’ Street, London S SWIA 1HG . 


THE INTERNATIONAL IRRIGATION 


MANAGEMENT INSTITUTE 


DIRECTOR, PROGRAMS (REF 201E) 
AND 
DIRECTOR, FIELD OPERATIONS (REF 202E) 


The International Irrigation Management Institute (IIMI) is an autonomous non-profit 
international organisation engaged in research, training and information exchange on 
irrigation management in developing countries. 
IIMI is seeking candidates with established reputations in the irrigation management 
field for two director-level positions, both based at IMI Headquarters in Sri Lanka. 
The Director, programs, will be responsible for leadership in conceiving, formulating, 
and implementing HM's research program aimed at synthesis of HM's fiel 
research results from several countries and their integration with knowledge comi 
from other institutions. He/she will supervise the activities of IMI staff involved in s 
research, and in associated professional development activities. 
The Director, field operations, will be responsible for conceiving and formulating the 
Institute's field research projects in Asia and Africa, and for co-ordination of logistical 
and technical support for the implementation of such projects. The position will involve 
extensive travel. 
Qualifications for both positions include an advance degree or equivalent experience in 
a discipline related to irrigation management: experience in leadership of multi- 
disciplinary irrigation, agricultural, or rural development pro pcte or isations in 
developing countries: ability to negotiate with high ranking staff of national governments 
and donor organisations and to work collegially as a member of a multi-disciplinary, 
multi-cultural team: and excellent oral and written communications skill in English. 
Salary and benefits are commensurate with intemationally recruited positions in other 
international agricultural research institutes. | 
args Interested and qualified candidates are invited to apply no later than 1 July, 
1888. Please send me a letter of interest citing the ae ire reference number, a 
detailed résumé and three references to the address given below. = 

The Director General (International Recruitment) 

international i tion beg ppt Insitute | 

Digana Village Vía Kandy, Sri Lanka 
HMI is an equal opportunity employer and does not discriminate according to nationality, 


ethnicity, sex or religion. 


INTERNATIONAL PROPERTY 


Anextremely 
attractive and 
comfortable 
investment 


When you work in London but your home is in the 
country, tbe major difficulty is usually locating a quality 
residence that is convenient to thè heart of London. 
Laing Homes bave the answer. 
‘The Pelbams' development in Wimbledon —aà mere 
15-20 minutes into town — features tbe Mayfair one- 
bedroom apartment. The apartments are fully carpeted, 
Jeature an entrypbone system and provide private parking. 
Even a fridge and cooker are included. 
With prices starting at around £76,000 
and with current prices continuing to 
rise —a Mayfair apartment at 
The Petbams is without doubt, a 
_very comfortable investment. 


The Pelhams, : 
Pelham Road, C 
3 Wimbledon, SWI9 |. : í "ARE. 
` Tel: 01-540 2321 «aud dt. 
CSS i y. : 
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DATA MANAGEMENT 
FOR AGRICULTURAL 
RESEARCH 


(Gea [AU The Centro Internacional de Agricultura 
Tropical is an international agricultural re- 
search and training centre. Located in Colom- 
bia, South America, it researches beans, cassa- 
và, rice, and tropical pastures. It uses an IBM 
4361 group 5 computer and IDMS/R software 
for database work. 


Management Position 


The successful applicant will be creative and forward looking with: 
Proven capacity to work with teams of research scientists. 
Ability and five years experience in the conceptualisation, 
development, and administration of scientific databases. 
Proven experience in the administration and development of 
information management systems. 

Experience with SAS and IDMS/R. 

An advanced degree in computer sciences, systems engineer- 
ing, statistics, mathematics, or related field. 

Familiarity with biological sciences and their research meth- 
ods. ; | : 

Excellent command of English and a working knowledge of 
Spanish. 

The starting date is 1 July 1988. Salary and perquisites are 

internationally competitive, Send your résumé and names aud 

addresses of three professional referees before 30 May 1988 to Dr 

Filemón Torres, Deputy Director General, CIAT, Apartado 

aéreo 6713, Cali, Colombia, South America. 


LONDON, W1 
4 substantial adjoining Freehold Blocks 


Containing a total of 137 Flats, together 
with private car parking in a convenient area 
of Central London 


Currently operating as high class 
serviced accommodation and capable of 
producing a substantial income 


This investment opportunity offers scope 
for further improvement, sales of individual 
flats on long leases or for alternative use 


Substantial offers invited for the Freeholds 


Full particulars from Vendor's Sole Agents 


01-584 6106 — 




































ARCO —— 
BLACK & DECKER 
BRITISH PETROLEUM 
CLEVELAND BRIDGE 
HALLIBURTON 
TOYO MENKA 
McDERMOTT 
SCHLUMBERGER 
SHELL 
UNION CARBIDE. 
YORK INTERNATIONAL 


What do these _ 
international companies 
know about Dubai 
that you dont? © 


e y know that Dubai's Jebel Ali Free Zone = "No paisonali income taxes. 
| intro d exciting trade freedoms ` . . No import duties/export taxes. 
s, enabli ing companies to set up. m Unlimited cheap energy. 
industrial bases easier in the 
ae 





They also know that with superb facilities 
including an extensive infrastructure, state-of- 
; the-art communications, accommodation, 
100% foreign were hotels, hospitals, security and every modern 
Unlimited transfer of profit and capital. ; amenity, Jebel Ali is a unique opportunity for 
4 No peop peie taxes fora minimum of 15 years. Middle and Far Eastern markets. 

o «For more information contact 


tle: haijali PETER aad 
' Jebel Ali Free Zone Authority 


Marketing Dept. No. 08. 

P.O. Box 3258, Dubai, United Arab Emirates Tel: Jebel Ali 56578, 
Telex: 46580 TPAJA EM Cable: PAJADUB UAE. 
THE PRIDE OF DUBAI 








Wunderkind at 40 


ST Germany is rich, clean and politi- 
- cally stable. It is capitalism’s third-big- 
gest economy, and keystone of the western al- 
liance. What happens there matters, in a big 
way. Right now, little of what is happening i is 
good. 
The country is no longer getting richer as 
quickly as it used to, as it should be, or as 
nearly every other economy is. Nobody un- 
' rstands this better than the Germans them- 
ves, who are engaged in a national brood- 
ing. This mood should not be dismissed as ; 
merely another upswing in the country's Angst oes 
though it is that as well. By 1990 West Germany will have a 
full decade of economic under-performance behind it, with 


the causes more or less acknowledged but the will to tackle 
them hardly any stronger than in 1980. Soon it may no longer. . 


seem outlandish, as it still does in 1988, to extrapolate the 
past and point to a Germany that is not merely static but, by 
comparison with its European neighbours, sick. 


"Between 1980 and 1987 West Germany's output grew by l 


1⁄2% a year, the slowest of the five largest OECD economies. 
Growth prospects for 1988 are not as gloomy as they seemed a 
few months ago: the country’s big forecasting institutes now 
expect a rise of 2% or so. However, that is still less than the 
growth predicted for America, Japan and Britain, and in 1989 
the institutes expect German growth to slip back to only 
1.3%. Unemployment is set to stay above 2m and will proba- 
bly rise. Investment is sluggish, and likely to remain so. The 
untry's virtual price stability is less of a distinctive achieve- 
nt now that inflation has fallen everywhere else too. Weak- 
ening demand for exports, thanks mainly to the collapse of 
the dollar, has stalled the traditional engine of growth. 
Facing exactly the same external pressures after 1985, Ja- 
pan responded with a flexibility that stands in sharp contrast. 
Its government was able to agree on a fiscal boost, and then 
carry it through. Its companies moved swiftly to cut costs and 
to find new products and markets. West Germany's govern- 
ment fussed endlessly over tax cuts, most of which have yet to 
appear—and which are planned to deliver virtually no expan- 
sionary impulse when they do. It rejected stimulus by extra 
public spending because of justified worries over the effect 
that an aging population will eventually have on its budget. 
Its central bank rules out any further monetary easing for fear 
of adding rising inflation to the catalogue of ills. Meanwhile 
most German companies have battened down the hatches 
and are waiting for something to turn up. 
One element of West Germany's 1980s malaise is there- 

















- vative and socialist alike—have been deregulating, privatising 


fore that its conservative government—unlike Britain's, for- 
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instance—really is conservative. In macroeco- 
‘nomic policy this inertia has generally prov 
to be a blessing, and will again. A simple but 
reliable macroeconomic rule is to aim for slo 
and stable growth in total demand, with long- 
term success judged by the resulting inflatio 
rate. However inconvenient it may be, the les- 
son of the 1970s was that macro-policy has n 
lasting effects on growth, employment or i 
vestment; governments that think otherwis 
- jack up inflation rates, but have nothing els 

to show for their endeavours. True, demand 
in West Gitan has been too tightly squeezed by the curre 
Cy's appreciation, so there is room for a gentle, non-inflatio 
ary stimulus from government. But West Germany’s real trou- 
bles lie elsewhere; in the microeconomics of firms an 
markets. That is where stability—read paralysis—is suc 
nuisance, and becoming ever more so. . 

The economy has a bad case of what used to be cal 
“industrial policy” —a largely incoherent regime of subsid 
regulations and state-run enterprises, all paid for by hig 
taxes. In most other OECD countries, governments—conset 


and cutting taxes. Mr Helmut Kohl’s government has done 
very little. Many of its subsidies to farmers, steelworkers, ship- 
builders, coalminers and the rest have increased. State enter- 
prises continue to be shielded from competition. Reform of 
the Bundespost, for example, has been demanded for years. A 
twice-enfeebled plan is now under attack from politicians of 
left and right: too controversial, they say. The price for all this. 
public-sector inefficiency is rates of business and personal tax 
ation which, even after the promised changes, will sec Wi 
Germany apart from its competitors in the 1990s as-obt 
sively as its low inflation did in the 1970s. . 


Tough choices ducked on defence too 


None of these economic failings will be put right easily, be 
cause the government is less to blame than the system of gov. 
ernment. The combination of a federal structure and a splen 
didly democratic voting system gives Mr Kohl far less powe: 
than, say, Margaret Thatcher has. The states, through th 
representation in the Bundesrat, have just demanded 7 
changes in the proposed tax reform; later they will be able t 
veto the plan altogether if they wish. The voting syste 
meanwhile, ensures that the federal government is bound to 
be a coalition, usually involving the middle-of-the-road liberal 
party. Compromise, stability, consensus, yes. Economic re- 
form, however badly needed, no. The attributes that served. 
German economic policy: so well for: so longar are now " pointing 











ie way to relative dedline. 
- Well-earned laurels rested on too long, and too EN. 
ably; a political structure good at dealing with the familiar, 
but bad at coping with the novel. Those two things make 
West Germany's allies worry about its foreign policy as well as 
its economy. Mr Kohl has more or less delegated foreign pol- 
icy to Mr Hans-Dietrich Genscher, his foreign minister, and a 
leader of those middle-of-the-road liberals. Mr Genscher's 
Free Democratic party is the kingmaker of West German poli- 
tics. It put Mr Kohl into the chancellorship by turning its 
back on the Social Democrats; it can put him out by swivel- 
ling round again. Mr Genscher is also the most popular politi- 
cian in the country because he is the voice of the comfortable 
majority who do not want to admit that circumstances have 
changed, that unpleasant new decisions may be needed. He 
rationalises the easy option. 
-> The West Germans built themselves into the West in the 
1950s. They opened a window to Brezhnev's East in the 1960s 
and 1970s. They are entitled to be pleased with both 
Westpolitik and Ostpolitik. What they need now is a 
Gorbachevpolitik, and they do not have one. Genscherism 
believes that Mr Gorbachev is honest when he says he wants 
to rescue the Soviet economy, and that he will cut deep into 
the Soviet army to do so. lt is right on the first count, and may 
one day be proved right. on the second. 
<: But the danger in Genscherism is that it acts as if Russia's 
disarmament were already under way. It is not: Russia’s su- 





































difficult. Wunderkind at 40 is a worry. 





periority in most non-nuclear weapons in Europe has grown 


steadily during Mr Gorbachev’s three years in power. Cou- 
pled with the possibility that America will soon pull some of 
its troops out of Europe (see page 31), this means that West 
Europeans have to provide more of their own defence until 
and unless Mr Gorbachev starts army-cutting of his own. So 
far West Germany will do nothing more than improve its mili- 
tary co-operation with France. That may get French troops 
into the battle for Europe a couple of days earlier than before. 
It does not add a man or a gun to Europe’s protection. 

As if this frailty in conventional forces were not serious 


~enough, the Genscherites are now tempted to cut the nuclear 
- weapons: that stiffen the front in central Europe. The com- 


mon man's commonsense disarmament agenda is one which 
starts with an attempt to see whether Mr Gorbachev is willing 
to equalise the armies in Europe, and then decides how much 
nuclear stiffening is needed. Mr Kohl's own party, and most 


"European governments, can see that. The Genscher people 


would prefer, it seems, to press ahead with nuclear cuts re- 
gardless. That is too big a bet on Mr Gorbachev. 

It is unfair to blame Mr Kohl for all this. He is a comfo: 
able fellow, who likes the relaxed approach to governing. TI 
trouble is that the country he governs has slipped from keen 
young muscle to easy middle-aged flab, and its system of gov- 


-ernment includes such a tangle of belts and braces that a re- 


gime of toe-touching and knees-up has become desperately 





Alas, poor Marx 




























- three struggles to get out of it 


FTER more than 70 years of believing themselves to be 
the vanguard of history, communists the world over are 
‘slowly waking up to the bitter reality that they are bringing up 
the rear. From Budapest to Beijing, they are being pulled 
long by events, not controlling them. The bravest are begin- 
ning to accept that they—and Lenin—are to blame. 
It was Lenin who invented the modern communist party 
and laid down the rule that it must have both a monopoly of 
the truth and a monopoly of power to enforce the party line 
in every nook and cranny of society. The idea that such a 
know-it-all, control-it-all sort of party is not best suited torun- 
ning complex economies in times of rapid technological and 
social change is hardly new. What is new is that the seeds of 
-doubt have now been sown in the minds of those in power, 
not just those ejected or excluded from it. In three coun- 
-tries—Hungary, Russia and Poland—the doubts are cur- 
:rently producing different responses (see pages 47-49). 
-> In each case, what has brought on this fit of fallibility is 
the visibly widening prosperity-gap between the. increasingly 
sluggish communist-run third of the world and its nimbler 
capitalist two-thirds. Throughout Eastern Europe and the So- 
viet Union economic growth is so slow as to be barely measur- 
able. After decades of broken promises of the better life, com- 
< munists are being called upon to explain themselves... 





-And Marx begat Lenin, and Lenin begat a mess, and hei are the latest 








In Hungary, which has worked hardest at economic re- 
form, acombination of rising debt and inflation has led to the 
sort of austerity package that politicians elsewhere have night- 
mares: about: tax reforms have squeezed some Hungarians’ 
real pay-packets by as much as 50%. Anger at the econor 
squeeze, plus a feeling that, after 20 years of attempted 1 
form, Hungary has simply outgrown the communist party's 
ability to run the place, has produced barely veiled calls for 
the party leader, Mr Janos Kadar, to step down. 


Bending till it breaks 
Luckily for Hungary, some party men, including the prime 
minister, Mr Karoly Grosz, realise that pasting up a fresher 
face (even Mr Grosz’s) on party billboards will not solve the 
problem. They are beginning to see that, if Hungary is to sur- 
vive the buffeting to come without a Polish-style upheaval, 
the party will have to make space for—even possibly share 
some of its powers with—the new groups that have sprung up 
to represent the interests of ordinary Hungarians. The dia- 
logue between rulers and ruled has been encouragingly polite. 
But it has bent Lenin's party monopoly about as far as it will 
go. Will Hungary's be the first communist party to have the 
courage to break it? 

There are echoes of Hungary’s: debate i in Moscow, but 















the theory of party control, while in practice nudging the 
party to the sidelines. Russia’s Mr Gorbachev is a true be- 
liever in Leninism, Since the party is in charge, he is prepared 
to see it take the blame for the economic mess the country is 
in. He blames Stalin for corrupting the revolution and Brezh- 
nev for letting the party slip into venal and bureaucratic ways. 
But his solution to Russia's political-cum-economic crisis is a 
reshuffle within the party, not a democratic challenge to party 
rule. Thus the heavy-handed "state socialism" of the past 50 
years is condemned as a travesty of Leninism, not as a conse- 
quence of one-party rule. And even that goes too far for some. 
Conservatives will try to block Mr Gorbachev's reforms at 
next month's special party conference. 

Assume that he manages to bring in some new faces next 
month, and make some bits of the party more accountable to 
other bits. Mr Gorbachev will not have mended the mistake 
in Leninism. An all-powerful party, accountable to nobody 


with a difference. Hungarians are looking for ways to uphold 
















but itself, will sooner or later slip back into bad old ways. For 
a reminder of just how bad things can get, look at Poland; 

Poland's communist party had all but bankrupted Poland 
before it was challenged by Solidarity in 1980. What Solidar- 
ity wanted was not to abolish the party, but to hedge it in with 
checks and balances and so save Poland from another eco- 
nomic. disaster. The strength of the Solidarity idea was so 
great that only martial law saved the party from having to 
accept Solidarity's terms. Eight years on, the economic sacri- 
fices made by Poles since then have again been wasted by the. 
party. The new round of strikes is a mark of ordinary Poles’ - 
bitter desperation. 

Everywhere, communists are facing a challenge to their 
Marx-and-Lenin-given right to rule. Several parties have 
started ditching the dottier economic theories of Marx. None. 
has yet dared to debunk the political theories of Lenin. Un- 
less they do, communism is for the scrap-heap. But, without 
Lenin, what is communism anyway? 










“very peace has a price 


An end to Angola’s war would still leave that unhappy country in South Africa's orbit 


O SWEEP the Russians from their far-flung outposts is a 

respectable American ambition—even a philanthropic 
one, since poor countries get poorer still by running their 
economies the Soviet way. Now that Mr Gorbachev's team is 
clearing up its own debris in Afghanistan, the Americans may 
soon be able to put another broom in the cupboard. In Lon- 
don on May 3rd-4th the two superpowers and South Africa 
sat down with Angola to work out the future of that unhappy 
country, Russia's collapsing last bastion in southern Africa. 

Angola's civil war began when the Portuguese walked out 
in 1975, leaving three factions fighting: for control. The 
Americans backed one, the South Africans another; the 
third, in the capital, was supported by Russian experts and 

~ ban fighting men, who held off its enemies and won it rec- 

_ tition as Angola’s government. It has been able to survive 
as the government only with continued communist help: at 
this week’s London meeting a Cuban minister was part of the 
Angolan delegation. 

If Russia and Cuba wash their hands of Angola, the 
Americans’ limited political interest in the place will wane. 
They feel uneasy there: The local faction they first supported 
fell apart long ago, so they switched to supporting the South 
Africans’ favourite resistance movement, UNITA. This part- 
nership upsets some members of America's Congress. Now 
that the Angolan government has started to turn its back on 
Marxism, it is getting harder for the Reagan administration to 
justify its support for the UNITA rebels, even though they 
Clearly speak for a large chunk of Angola. l 

The London talks are supposed to lead to the withdrawal 
of all foreign troops and weapons from Angola. If the Cubans 
quit, they go right back across the Atlantic. If the South Afri- 
cans leave, they merely shift across the border into next-door 
Namibia which (with i its diamonds, copper; uranium n and so 








































on) they hamfistedly rule in defiance of international law and 
frequent. United Nations resolutions. The Angolans do not 
want to lose their Cuban guard while the South Africans can 
easily roll back in again. Any workable Angola deal must g 
South Africa out of Namibia too. 


Between the South African devil and more seas of blood — 
The Americans have a double objective. They say the Cubans 
should. move out of Angola at the same pace as the South 
Africans leave it and Namibia. The South Africans have half- 
promised to accept something like this. Meanwhile, say the 
Americans, Angola's ruling clique should fix up a coalition 
with its UNITA enemies, under the leadership of Mr Jonas 
Savimbi. The shrewd Mr Savimbi has grown more pro-Àmei 
ican since his South African-helped offensive, which w. 
meant to capture almost half the country, was blunted at 
Cuito Cuanavale at the turn of the year. He remains a for- 
midable figure, with a claim on Angolan politics. 
The Americans, Russians and Cubans understandably 
want to walk away from the whole mess. This would leave 
South Africa the undisputed power in the region. The re- 
gion’s black governments know what life in a backyard can be 
like. Nobody could stop South Africa overawing all the black 
states to its north, including an independent Namibia. One 
those states, Mozambique, is already so badly wrecked that its 
government begs for South African co-operation. So som 
people would prefer to keep the Americans involved, even 
this means coaxing the Cubans and their Russian bosses to 
keep a justifying foothold in the area. But this would also 
mean keeping the war going. Better peace, and an Angola and _ 
a Namibia without foreign soldiers, and with something 2 
nearer torem: d'un than they have yet had. 











Arctic antic 










































INDER pressure from both Mrs Margaret Thatcher and 
V Canada's Mr Brian Mulroney, President Reagan has 
| promised not to oppose Britain's bid to build nuclear subma- 
ines for Canada. The president's decision—to allow the 
transfer to Canada of the American reactor technology that 
Britain now uses—must be approved by Congress, and prob- 
ably will be. Britain therefore catches up with France in the 
ompetition to build the first of ten or a dozen nuclear attack 
ubmarines that Canada says it will buy. But why on earth 
‘does Canada want them? 

The most that can be said for this plan of Canada's is that 
‘it shows that someone is still awake in its defence ministry. 
After years of rock-bottom defence spending and cuts in Can- 
. ada's commitments (at any rate, the important ones: the Can- 
dians still keep large numbers of officers pushing paper on 
JATO staffs), Canada's allies were at first pleased when its 
' conservative government last June published proposals to in- 
crease defence spending by 2% a year in real terms for 15 
fears, to replace the out-of-date equipment of all Canada's 
armed forces. Unfortunately, the centrepiece was this aston- 
ishing plan to acquire the nuclear (propelled, not armed) sub- 
marines. The first would be bought from a British or French 
hipbuilder, and later ones built in Canada. 


"Under-ice follies of 2010 


The submarines are supposed to be needed to patrol the sea 
under the ice north of Canada, which Canada claims for its 
-territorial waters and the United States says are international 
- ones. This justification appeals to the anti-American plasma 
that flows through many Canadian veins, and it thereby gen- 


Two laws for Lloyd's 





Filling the regulatory gaps in London's insurance market 


ROFESSIONALISM, quick-wittedness, innovation, se- 
. curity. Despite the scandals of the past decade, these are 
ome of the qualities that are helping Lloyd's of London to 
maintain its pre-eminence among the world's insurers. It is 
computerising its 300-year-old market, embracing the latest 
technology in most of its business, and gearing up for 1992 
hen European barriers to free trade in insurance are sup- 
- posed to come down. Unfortunately, its treatment of its long- 
suffering investors-—the “names” who back the market with 
their wealth, and without whom Lloyd's could not exist— 
“remains as out of date as it was in the late 1920s. 

Just over a year ago, Sir Patrick Neill's report on Lloyd's 
“and self-regulation criticised the $15-billion-a-year insurance 


: Please, Canada, do aimh óseful with those extra defence cents 





erated a bit of political: support fe the TERNS defenc 
spending. President Reagan has decided not to be cross abou 
this—his advisers whisper that if a war comes, NATO can soo! 
get the submarines out of the ice-water and into the Atlantic 
where they can be of some use—but other people should ot 
ject: Canadians have many reasons to resent.the Colossus o 
the Soutli, but it can do neither them nor the alliance an 
good to spend so much money feeding their resentments. 

At something like $550m each, nuclear submarines ar 
not cheap—and this is without counting the cost of the elabc 
rate infrastructure that any country must build in order t 
operate them safely and efficiently. Canadian officials admi 
that they drew up the plan for 10-12 submarines with 
much idea of the total cost. They were taken aback when B 
ish mathematicians totted up the probable all-in figure. 

The result will almost certainly be a cut in either the num 
ber of submarines (to maybe four or five plus infrastructure 


= or in.other parts of Canada's armed forces. If at last Canada i 


to start pulling its weight in the alliance, there are much bet 
ter uses for its money: such as putting an armoured divisio: 
or two into West Germany, instead of the lonely little brigad: 
it has there now. This would also be quicker. A new divisio: 
could be in place in a couple of years; it will take until wel 
into the next century to build a nuclear-submarine fleet. Le 
Canada concentrate on getting its defence spending up to th 
level of at least West Germany's (around 396 of GNP; Canada’ 
is barely 296) and on building up its European land and ai 
forces to a useful level—about five times. what they now are 
Then, if it still sincerely wants to join the nuclear-submarin: 
club, that contribution will be much appreciated. 








co-operative's investor-protection rules. Sir.Patrick made ; 
fistful of suggestions, most of them anodyne. Under pressur: 
from the government, Lloyd's half-heartedly committed itsel 
to adopting them. Now it is wholeheartedly refusing to imple 
ment two crucial recommendations: about a deficit clause an 
abandoning "pay-now-sue-later" operations. Both relate t 
the agency agreement—a contract as legally binding as an 
between an investor and his agent. 






Tails you lose, heads I keep winning. 
As other reports on Lloyd's (Cromer, Fisher and Barber) hac 
done before, Sir ] Patrick said a so-called deficit clause shouk 











ing agents wae run. svádiéstes on behalf. of names. Broadly 
this meant that the syndicate profits and losses of names, who 
are usually placed on several different syndicates, should be 
lumped together in computing any commission on profit they 
pay to agents. At present, agents take a commission on those 
syndicates where there is a profit, even though the name may 
show an overall loss on all of his syndicates. 

The Neill report also suggested a tempering of the “pay- 
now-sue-later” clause in the agency agreement, under which 
agents have an unqualified right to borrow money on behalf 
of names without any reference to them..At present, if things 
go wrong (even as a result of fraud), names can be wiped out 
without their knowing it. Their only redress, after the event, 
is to sue the agent, usually a partnership or limited company 
which anyway may not have either the capital base or sufh- 
cient insurance to meet big claims. When a name is in dispute 
with his agent over a call for money, said Sir Patrick, the cash 


should come from Lloyd’s central fund (set up for the protec- 


tion of policyholders) until the matter is resolved i in the courts 
or through arbitration. 

Lloyd’s has decided that neither of these safeguards will 

implemented. This is morally wrong, and economically 








Investments Board, the City's overall watchdog. Mrs Thatch- 





: short-sighted. Lloyd's, for most of this century a giant tax- 


avoidance scheme, was an attractive proposition to th 
wealthy when top personal-tax rates were penal (as high as. 
98% on investment income). It will become much less attrac- 
tive now that the top tax rate is 40%. It cannot afford to make 
itself still more unpopular, by denying names the same protec- __ 
tion as other investors in City'markets have under the Finan- 
cial Services Act. 2x 
The fundamental conflict of interest in Lloyd's (and one. 
which will not go away) is how to protect the interest of names 
and at the same time protect the interest of policyholders. 
Lloyd's has demonstrated that it is either unwilling or unabl 
to reconcile this conflict. One answer is to formalise its dual. 
regulatory role. Wearing one hat, Lloyd's looks after the inter- 
ests of policyholders and remains answerable to the Depart- 
ment of Trade and Industry; wearing another, it looks after 
the interests of names and is responsible to the Securities and 


















er's government warned Lloyd's that if it did not implement 
Sir Patrick Neill's proposals on investor protection then the 
government would introduce some form of statutory control. . 
Lloyd's has not; so the government should. 





Gilded youth 


"Britain's students should not be subsidised by the state.” Discuss 


NIVERSITIES were once Dkk sadi for 
the teenage children of the rich. At different times this 
century, Japan, America and most. West European countries 
managed to broaden the range of teenagers admitted, at least 
to include the children of skilled manual workers, if not of the 
lumpen proletariat. Dn has gone down this road too, but 


not nearly so far: only 14% of its 18-21 year-olds are at univer- = 


sities and polytechnics. Now its government is willing, in prin- 

ciple, to open up higher education to more teenagers, and to 

their parents. To do so without overhauling its finances 
ould be ruinous. 

The government is doubly generous to young British stu- 
dents. It pays for them to study in.small classes: And it gives 
them grants to support themselves, subject to a means-tested 
contribution from parents. One way of expanding: higher 
education without spending more would be to increase stu- 
dent-staff ratios; polytechnics have already done that without 
any noticeable decline in standards. But British professors 
shudder when they visit their overstretched colleagues in 
France, and Americans worry that they too have sacrificed 
quality of higher education to quantity. Any increase in Brit- 
ish class sizes will therefore be cautious, and rightly so. 

Bigger savings could be made by cutting the largest of the 
many direct subsidies that Britain’s welfare state makes to the 
middle classes: student grants. After nine years of toying with 
the idea of student loans, the government is at last preparing 
to. introduce them in a modest form—as a top-up to a-de- 
pleted grant. The case for doing this is strong, because an 18- 
year-old Briton deciding to forgo a wage in favour ofa grant to 





. turn—as high as 20%—in the form of much increased earn 













invest in higher TNN can expect an excellent rate of re- 


ings over his working life. Some of that gain should be r 
couped from the student: i 

The obvious way would be to scrap grants altogether, re« 
placing them with soft loans—and strong incentives for rapid 
repayment. The government is not going nearly so far. Its pro- 
posals will not produce any financial savings for at least eight 
years. Ministerial caution stems from political sensitivity to 
middle-class constituents, but there are other, better reasons 
not to switch to an all-loans system too quickly. The main one 
is that, far from encouraging more working-class children to 
continue their studies, loans would put them off. The daugh- | 
ter of an uneducated miner grows up with far less direct evi 
dence of the value of human capital than a lawyer's son; it can 
take a generation of expanding opportunities to change suc: 
attitudes. Fortunately, in the next ten years it will be possibl 
to educate a larger proportion of teenagers at no extra cost 
because there will be fewer of them. 


Grants at 16, fees at 40 


More imaginative policies are needed to coax children from 
poor families into higher education. The government could 
give them a grant to stay on at school after the minimum leav- 
ing age of 16, paid for out of money hitherto spent on 16-year- 
olds who are unemployed or on training schemes. Children 
who then need: encouragement to go on to university should 
be given full grants for their maintenance; those who do not 
should be fed loans only. One formula would be to give 

















maintenance grants only to students whose parents 


been to university. Such a system would. gradually Sone 


-cheaper as the population became more educated. 
.. Having established the principle that some..students 
_ should invest in their own education, the government needs 
-to think again about how to subsidise tuition fees. Privately, 
some ministers would like to allow universities to charge fees 
_ to some undergraduates, if only to enable them to-offer bet- 
_ter-than-average courses in: expensive subjects. That bad idea 
. demonstrates the disadvantage of charging teenagers for tu- 
_ ition. For young students without clear career ambitions, fees 
-tend to encourage them to choose cheap courses, such as En- 
_ glish, in preference to dearer ones like engineering: Twenty- 
_ first-century Britain should be looking to its engineers. 

A better way of getting more private money to pay for 










Yearning to breathe free 


u How Europe—and other—could welcome refugees without provoking Le Pennery 








AR, famine and oppression have always forced people 
to flee froth their homes, but today’s refugees are more 
numerous (roughly 12m) and harder to resettle than ever be- 
fore. All civilisations gained because outstanding and there- 
fore persecuted people like seventeenth-century Puritans and 


_ mid-twentieth-century Jews found homes in the New World, 


- instead of some immigration officer in civil-service grade D4 


_ shunting Einstein back into the holocaust. Yet most western 
"governments have now taken to thinking that any dark- . 


_ skinned asylum-seeker is fleeing from poverty, not persecu- 


tion. What they fear—an influx of the world's poorest people; 


posing as refugees—is pure fantasy. 
-< Asylum-seekers have not come rushing from: the horn of 
_ Africa or wretched Bihar. People who are really starving can- 
. not afford to jump on aeroplanes. The 5m Afghans in Paki- 
-stan and Iran want most to return to their.own.country. The 
groups whom third-world dictators or majority. tribes perse- 
ite first are the merchant classes bright enough to oppose or 
how them up, rather than the massed miserables in their so- 
Cieties. The Ugandan Asian shopkeepers. or Tamils.. or 
- Indochinese boat people are likely to be more entrepreneurial 
- than the average citizen, in the Stepneys where they try to 
settle, as were the Jews before them. This sounds marvellous 
for the host country, but is resented in Stépney. The resent- 
ment is fanned by Le Pens who get 1496 of the national vote, 
_ Which other politicians then shuffle to appease. 
-= That is why a red-carpet welcome for all who call ihin 
_ selves refugees is sadly not the most humanitarian policy now, 
_ because people in genuine physical danger would fall foul of 
the tighter controls that would follow the backlashes. The 
' quiet descent into unintentionally murdering Einsteins starts 
v when refugee policy becomes an extension of immigration 
- policy. By using narrow criteria that are almost impossible to 
| prove, countries like Britain slide into making arbitrary deci- 
‘sions about whom to let in. When any official is allowed to 
judge which individuals might integrate most smoothly i into 
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‘tuition would be to open up access to higher education for the 








people: most likely to want to invest in themselves: adults 
wanting to upgrade their skills. The financial fortunes of a 
college.such as Birkbeck, London, which teaches mature (and 
mainly part-time) students, should not have to depend on the 
whim. of a university grants committee geared mainly to fi- 
nancing full-time undergraduates. Mature students willing to 
support themselves while studying and to pay a certain pro- 
portion of their tuition costs should have the rest paid by the 
government. That would allow new Birkbecks to spring up, at 
a relatively low cost to the Treasury. It would also emphasise a 
principle, largely unknown. in. British: higher education, of 
state money following student demand. And it would be part 
of a broader process: of universities in Britain. becoming the 
economic arid.social ladders that they are in other countries. 
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Ealing, he turns away the most X desperite si: 

Every decent country now needs to formulate a refugee 
policy, quite separate from its immigration policy. The EEC is 
about to face this test, and miserably to fail it. 

EEC countries have to co-ordinate their refugee policies be- 


fore all their citizens get a single European passport in 1992. 


So far the bureaucrats concerned have looked mainly at ways 
of standardising restrictions. Anybody denied asylum in one 
member state, it is suggested, would not be able to seek it in 
the others. All Europe's rules would then drop to the level of 
the:most Le Pennish. 


A competitive European asylum 

There is a politically acceptable alternative, and Europe needs 
a lobby to advocate it. One EEC official should be called a 
commissioner for refugees, with a refugee defined as "any- 
body who, owing to events.disturbing public order, is com- 
pelled to leave his place of habitual residence". The comm 
sioner should: keep a changing register of the groups who 
most need asylum. Tomorrow it might include, as well as 
Tamils and- Punjabis and Lebanese, communist ex-appa- 
ratchiks. who. would otherwise be hung from lamp-posts in 
Estonia, white South Africans, Armenians, God knows who; 
but it will be unsurprising if frightened dark-skinned people 
continue to predominate for a while. 

The EEC should levy:an annual charge on member coun- 
tries which, per head of their own population, take fewer than 
average of these listed refugees, and pay money to those 
which take more. Ideally, the fee should be high enough to 
encourage countries to market themselves as attractive asy- 
lums; but even a weaker scheme would shame some reforms 
from countries that were regularly paying the levy. This is one 
of several EEC conventions that should be open for co-signa- 


ture, either as asylums. or payers, by some other rich coun- 


tries. Including, Australia, Switzerland, Canada, Japan. 








Waking 





ENGLISH LAWYERS 


E 
| zi : 


them up 


The restrictive practices of lawyers in England and Wales, which date back 


to the eighteenth century and 
ing. Theb di 
done? 


HE legal profession (along with another 

16 professions) is exempt from the pro- 
visions of the Restrictive Trade Practices 
Acts of 1976 and 1977. After a government 
green paper (discussion document) on.re- 
strictive. practices was published in March 
1988, Lord Young, the secretary of state for 
trade and industry, said that in-future ex- 
emption would be granted only. sparingly. 

will the privileges of the legal profession 

Don't bank on it. 

Lawyers defending their restrictive prac- 
tices will get a more understanding hearing 
from. the government than did the 
coalminers or the Fleet Street printers. 
There are 27 barristers and 18 solicitors on 
the government backbenches in.the House 
of Commons and five làwyers in the cabinet, 
including Margaret Thatcher herself. 

Archaic who-does-what rules divide law- 
yers in England and Wales into two catego- 
ries: solicitors and barristers. The mouth- 
piece for solicitors is the Law Society; for 
barristers, the Bar Council Each wants 
change for the other. Where changes are be- 
ing made, they often serve to perpetuate re- 
strictive practices, not to abolish them. 

Parliament is confused, when it is not 
inert. Since the 1960s there have been ump- 
teen. inquiries into various aspects of the 





law, ranging from rules of evidence to police. 


ee d beyond, cause inefficiencies and over-pric-- 
ritish government is preparing to challenge them. What needs to 


powers. Many have been concerned with 
the law; not enough with lawyers and legal 
services. When, in 1979, a royal commission 
did report on lawyers it recommended that 
the status quo should. remain. The govern- 
ment accepted the proposals in 1983. 

In 1986 another committee was set up— 
this one under Lady Marre, with five barris- 
ters,- five. solicitors cand. fiye outsiders. 
Briefed to look at virtually any problem re- 
lating to the two branches of the profession, 
including job demarcation, the committee is 
expected to report soon. . — —- — 


Ever solicitous 
The structure of the legal profession has 
hardly alteréd in 200 years. Solicitors form 
its junior branch. A solicitor serves his (or, 
increasingly, her) tíme as a student and then 
as.a trainee solicitor (what used to be called 
an articled clerk) before being issued with a 
practising certificate from the Law Society. 
Business is booming for all lawyers, es- 
pecially for solicitors: Legal journals talk of a 
"recruitment crisis" despite the increase in 
their numbers. In 1965 about 20,000 solici- 
tors were in private practice in England and 
Wales. By 1979 there-were more than 
30,000. Today, 40,500.solicitors are in pri- 
vate practice. In the 1985-86 tax year their 


gross fee income was £2.26 billion. 






Incomes vary widely, even for those so- 
licitórs who have much-sought-after exper 
tise. A. young lawyer with, say, eight years’ 
experience in commercial property can come: 
mand up to £30,000 a year in the Midlands, 
and half as much again in-London. The bi 
corporate law firms (like Slaughter & Ma 
Herbert Smith, and Freshfields) have bene 
fited mightily from a greater reliance on law- 
yers’ advice in business dealings and the. 
trend away from my-word-is-my-bond assur- 

„ances towards statutory regulation of bank- 
ing, insurance and the financial markets: 

Solicitors claim they compete more 
than barristers. They cite, for instance; the 
law: abolishing their monopoly on house 
conveyancing. The claim does not surv 
scrutiny; Provincial solicitors, who depend: 
on conveyancing for 40-6096 of their fee in. 
come (and- also run the Law Society), de 
feated the most threatening legislative pro- 

posal introduced by Mr Austin Mitchell, t 

Labour member of Parliament for Grim 

that solicitors employed by banks and build: 

ing societies should be allowed to docconvey- 
ancing work for these institutions" own cus 
tomers. The law eventually passed said that 
such institutions could offer conveyancing 
only when they were not the lender of the 
mortgage money. Not surprisingly, none of 
these financial institutions offers such a ser- 
vice to non-customers. In consequence, the 
conveyancing monopoly of solicitors re. 

mains virtually intact. ; E 

The Law Society recognises that the 
conveyancing monopoly cannot survive in- 
definitely and. so is trying to swap this te- 
strictive practice for another. It recently al- 
lowed ‘solicitors to incorporate and also to. 
enter into arrangements with, for instance, - 
banks and building societies for the intro- 
duction of business. Official approval of this 
practice will make it more widespread. The 
tisk is that it could curb competition asf- 
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_ nancial institutions begin routinely to refer 
customers to their associated solicitors. 
Sometimes the influence may be less subtle 
than that. Some public-minded lawyers fear 
that applicants for mortgages will be told 
they must use a particular firm of solicitors. 

Acreform. which would benefit the cli- 
cents of solicitors has meanwhile been 
- shelved—the formation of multidisciplin- 
ary partnerships to provide one-stop profes- 
sional: services. The idea was originally 
-. floated to meet competition from diversify- 

ing accountancy firms. For solicitors to turn 
“themselves intos such enterprises, they 
would need to tie up with accountants, mer- 
chant:banks and stockbrokers. 

«Although the big City of London law 
‘firms liked the idea, the provincial solicitors 
again scotched reform. They say that mixed 
practices would not be in the best interest of 
clients. What they really mean is the best in- 
erest of provincial solicitors, who count on 
conveyancing for much of their income. If 
ulti-disciplinary . partnerships were al 
lowed, it would-be difficult for solicitors to 
continue to maintain that building societies 
and. banks should not be allowed to offer le- 
gal services to their.customers. 


Propping up the Bar 
The gentlemen of the legal profession are 
barristers. Their apprenticeship is served at 
one of the four Inns of Court in London— 
Lincoln's Inn, Gray's Inn, Middle Temple 
and Inner Temple—where quaint practices 
and rituals set them apart from lesser law- 
yers, Since. 1965, when there were about 
2,000 barristers at the Bar, the number has 
“almost trebled to 5,600 (of whom 747 are 
women), but their workload has increased 
even more. The civil legal-aid budget, for in- 
- stance, increased fourteen-fold between 
“1966 and. 1983 and the criminal legal-aid 
budget from £550,000 to £62m. 
Yet almost half the barristers are low- 
paid. These are the 2,500 or so who practise 
at the criminal Bar, where juniors (who, con- 
fusingly, may be quite senior) earn on aver- 
age £15,000-20,000 a year. lt may take a 
newly qualified criminal barrister 10-20 
years to build up a reasonable fee income; 
some at the top of the críminal Bar can clear 
£100,000, but they are rare. 
Small wonder that many barristers do 
not practise at the Bar but go into industry 
‘and commerce, local government and the 
Inland Revenue. This “employed Bar” now 
“totals 4,000. A recent report by P-E Inbucon, 
a group of management consultants, reck- 
_-oned that the average salary of the employed 
Bar in 1987 was £30,000-32,000 a year, com- 
pared with £10,000-12,000 in 1978. 
For those who stick at the Bar, the re- 
























































the barristers practise in civil and commer- 
cial law, where they can earn more than 
*. £80,000 a year (after expenses). A few, per- 
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wards can be substantial. Roughly half of 


haps six in any one yéar, earn up to £l. At 


the top of the profession, a 
rister in a difficult case expected to run a a 
fortnight can command a brief fee of 
£75,000, plus £1,250 a day. His junior, who 
does most of the legwork, would get £500 a 
day. The fee is discussed by the client’s solic- 
itor with the barrister’s clerk: it-is consid- 
ered vulgar for a barrister to talk about how 
much he will be paid. 

Within the Bar itself there is a strict 
pecking order. The profession is divided 
into junior counsel and Queen's Counsel 
(also known as leaders or silks), Barristers 
take.silk for two reasons, apart from the 
prestige it brings. They can charge more for. 
their services and it also opens up the pos- 
sibility of becoming a judge. For it is only 
from OCs (at last: count there were 584 work- 
ing QCs, 21 of them women) that the Lord 
Chancellor selects high-court judges. 

Because high-court. judges, who earn 
£65,000 a year, are-scooped from such a 
small pool, there are simply not enough for 
the workload—one reason that cases take so 
long to reach the courts and, when they get 
there, can run almost as long as Charles 
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"share purses". Solicitors are already al 







Dickens s pers [m dmi: Much re- 
*cent progress has: been made in cutting the 


time taken for routine court actions. But 
pre-trial proceedings can still be long- 
winded. One lawyer reports that a compli- 
cated commercial lawsuit he has just 
launched might not reach the courts until 
1992; plaintiffs who recently began a prod- 


uctliability suit against makers of 
tranquilisers have been told that the case 
might be heard in 1990. 

Barriers to competition 


The demarcation between barristers and so- 
licitors and other restrictive practices in the 
profession inflate legal bills by curbing com- 
petition among lawyers, confusing their cli- 
ents and requiring the employment of two 
or more lawyers when one would do. The 
lines between:the two parts of the profession 
ate already becoming slightly blurred—for 
instance, some newly qualified barristers are 
practising as solicitors and not at the Bar. (In 
theory, a barristér must be disbarred befi 

he can work in a solicitor's office.) In:tir 

the distinction should disappear altogether. 
It is one-of several changes that are needed 
for a less expensive, more efficient and more 
user-friendly system of justice, starting with: 
€ Barristers’-cum-solicitors’ offices. Bar- 
risters opposed to the change say that prac- 
tices that included both solicitors and bar- 
risters would charge théir clients more. A 
divided profession, they say, means that a 
solicitor secures the sérvices of a barrister 
who possesses the skills to suit his client’s 
particular needs. They claim that if barris- 
ters moved from their spartan “chambers” 
into usually plush solicitors’ offices it would 
add to overhead costs (and charges to the 
client). Also, since the shared practices 
could not afford to have lots of barristers 
with specialist skills, the client would be re- 
ferred to an in-house generalist. These argu- 
ments would carry more weight if barristers 
were willing to put them to the test by per- 
mitting the formation ‘of all-rounder le 

firms, so giving the public an alternative. 

If nothing else, such firms would ease 
the acute accommodation problems: that 
cause many barristers to abandon their am- 
bition to practise at the:Bar (and so keeps 
the number of barristers‘in artificially short 
supply). It is extraordinarily difficult to be a 
practising barrister without belonging to a 
set of chambers—and, in London, extraor- 
dinarily difficult for chambers to be outside 
the Inns of Court. As a result, “tenancies” 
in sets of chambers are notoriously hard to 
find even though some sets now have many 
more barristers than rooms. 

Allowing barristers to incorporate is es- 
sential for the merger of chambers and solic- 
itors' offices; Until recently, under Bar 
Council rules, each barrister worked for 
himself alone: He still cannot go into part- 
nership or- incorporate’ but is allowed to 
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owed to incorporate but not so as to avoid 

: personal liability. Allowing barristers to do 

so too would simplify life for the client. He 

- would then instruct the company, not a par- 
ticular barrister via a solicitor, and the com- 
pany would charge him. A LA er 

: Solicitors and barristers sharing prac- 
tices might also help to demolish the rules of 

the Bar which restrict SO E y 

@ Public access to barristers. Solicitors 

deal directly with the public. Barristers do 



























the chances of winning à legal action his'so- 
licitor seeks the opinion of a barrister: In ef- 
fect, the solicitor is saying to his client: "I 
don’t know the answer but | know a man 
: who does. You will have to pay him—and 
also me for arranging an introduction.” 
Even then, legal etiquette dictates that the 
< solicitor and his client visit the barris- . 4 

ter at his chambers; it is unusual for | 
the barrister to visit the solicitor. 

The insistence on a solicitor acting 
as a middleman is a custom that looks in- 
creasingly odd in an EEC context. A British 
barrister active in the area of EEC law can 
teceive instructions directly from lay clients 
when the instructions refer exclusively to his 
- overseas practice. But when they involve an 
application to a court in England and Wales, 
Bar rules require the employment of a solici- 
tor. The Bar Council has already madea 
= concession to common sense in permit- 
ting members of other professions— i 
including architects and accoun- 
tants—to approach Bar members 
"direct. This has made it harder to 
justify keeping other lay clients at arm's 

length. 
Closer working relations between solici- 
tors and barristers would also ease the even- 
tual abolition of the barristers’ 
e Right of audience. This broadly means 


higher courts unless the litigant wants to 
risk appearing in person. The monopoly is 


it should cease. Barristers disagree. They 


confidence to put it to the test by allowing 
people the alternative of having their cases 
argued by a solicitor in the higher courts. 
(barristers share the right of audience with 
solicitors in county and magistrates’ courts). 

Critics of the. demarcation lines main- 
tain that (especially in criminal cases) the 
barrister often knows too little about the 
>. ease he is arguing, and usually less about the 
parties involved than the solicitor, who has 
:« prepared the case (and sometimes steered it 
through the lower courts). Yet, when a solic- 
itor hires a QC for a client he will also hire a 
junior to assist the silk (most laymen are un- 
aware that a silk does not have to have a ju- 
' niòr; lawyers tend not to draw attention to 





20 





not. When a client needs an assessment of . 


"that only a barrister can argue a casé in. the . 
under attack. In 1986 the Law Society. pub-. . 
lished a document stating more or less that. 


claim solicitors lack their skills of advocacy. 
They may have a point, but again lack the: 


this money-saving option). The legal hold- ment to the high court and court of appeal, 











ing-of-hands extends to barristers when they 
appear in the lower courts. A barrister act- 
ing in, say, a custody case in a magistrates’ 
court must be assisted (or covered) by aso- » 





* licitor. 


: Barristers have fought hard against any 
attack on their privileges in the higher 
courts because that might open the door to 
solicitors being appointed as ` 


* @High-court judges. This process is a bit 
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like the Dock Labour Scheme: only barris- 
ters: are eligible and once appointed they 


' have à job for life. Any cut in income that 


the barrister takes is offset (partly or wholly) 
by. some. substantial compensations: judges: 
get a generous pension after 15 years on the 
bench and an automatic knighthood. In the 
lower ranks of .the judiciary—eg, circuit 
judges, recorders and assistant recorders— 
the jobs can go to either barristers or solici- 
tors. In practice, 90% of those appointed to 
such jobs are barristers. Some solicitors may 
sit as judges in, say, the crown court but— 
strange anomaly—have no right to appear 
as advocates in jury trials. Solicitors were 
originally barred from the bench because 
they did not have the necessary experience 
in advocacy. If they had rights of audience in 
the higher courts that objection, already 
questionable, would go. 

If solicitors were eligible for appoint- 





it would expand the pool from which judges 
are selected. That in turn. might reduce the 
time between launching a lawsuit and bring- 
ing it to trial. But it would do little to widen 
the social circle from which judges are 
drawn (spasmodic surveys indicate that the 
fathets of nearly two-thirds of entrants into 


_the legal profession are either professionals 


or managers) This is a serious weakness. 
Much of English law is judge-made law, and 


-therefore bound to be influenced by the 


views (and class prejudices) of the judges. 
Young people from poor families are put off 
going to the Bar because they get an off- 
puttingly small income during their training 
and pupillage. 

The burden on the courts might also be 
eased by allowing British lawyers, like Amer- 
ican ones, to accept work on the basis of 
e Contingency fees. This means that law- 
yers get paid if they win the case, but noth- 
ing if they lose. In America the practice is 
most common in productdiability cases 
where there is a claim for damages; the 17 
yer's fee is a percentage of the damage 
Scotland, whose legal system is different 
from that of England and Wales, clients can 
agree to pay their lawyers a fixed fee if they 
win and nothing if they lose. 

As a defence against contingency fees, 
some English lawyers point to the deluge of 
almost-frivolous cases in America. They also 
note that the legal system in the United 
States is notoriously slow and expensive. 
These are not trivial objections. If contin- 
gency fees were introduced in England and 
Wales, it would be prudent to introduce 
them on a trial basis. 

Supporters of contingency fees say that 
they would quickly prove their worth by (a) 
clearing legal logjams, because they would 
lead to more out-of-court settlements; (b) 


.persuading lawyers to be more diligent in 


preparing and conducting their cases, know- 
ing that if they lost they would be out of 
pocket; and (c) avoiding frivolous cases in 
Britain where, unlike America, litigant — à 
the risk of being landed with their «,, .- 
nenté' costs. Contingency fees (which can 
never leave the client worse off financially) 
would also help weaken the case against per- 
mitting barristers to 

€ Advertise. A more competitive environ- 
ment which gave barristers the right to ad- 
vertise that: solicitors already enjoy would 


= help clients.make a better informed choice. 


At présent, unlike architects, barristers do 
not invite people to examine earlier exam- 
ples of their work or refer them to previous 
satisfied (or dissatisfied) customers. Nor do 
they provide any literature on the services 
they offer. Altogether, it is ridiculously diff- 
cult to get any information on the relative 
merits. of different barristers, except from 
other lawyers. A British government com- 
mitted to competition needs to remind them 
that this is not 1788 but 1988, 


















Showdown in Punjab 


FROM OUR INDIA CORRESPONDENT 


AT thé murder of more than 750 peo- 


ple in the first four months of this year; .: 
the Indian state of Punjab has passed be- 


yond the normal adjectives of anguish. In- 
dia's prime minister, Mr Rajiv Gandhi, faces 


an appalling decision. Punjab is sliding to = 
wards terminal decline. Already. the site of. 
z world’s bloodiest terrorist war, it may be 


...ading for worse: a civil war that could 


threaten not only India's stability but the: 
delicate peace between Pakistan and India. : 


Can Mr Gandhi prevent it? 

" Punjab is India’s richest state. It is also à 
place of seemingly unstoppable violence. 
The unhappy Indian tradition of people kill- 
ing each other in the name of religion has 
turned into a daily carnage. Around 6096 of 
Punjab's 19m or so people are Sikh, the rest 
Hindu. In the first three months of this year 
578 Hindus and Sikhs were killed as they 
went about their daily business. After a com- 
parative lull in the first ten days of April the 
rate of killing rose even higher: 176 people 
were slain berween April 18th and May Ist. 
In 1986 terrorist killings claimed 520 lives, 
last year 1,280. If this year's rate for the first 
four months is kept up, more than 2,250 
Punjabis will be killed in 1988. 

Most of the killings have been carried 
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out by Sikhs who want Punjab to become an 


independent state, called.Khalistan.(“Land 
f the Pure"). Some murders, the utterly: 
-random ones, are intended to provoke more 


violence. On April 29th, after a bomb went 


off in the Hindu area of the town of Batala, 
enraged Hindus attacked Sikhs who had. 


had nothing to do with the bombing. Other 


‘victims have been Sikh politicians or off- 
'clals who might have been rallying-points 


for a return to peace. 
"The hard-core terrorists, once believed 


"to number no more than 150, now exceed 


2,000. The state's police force cóncedes that 
about 2,000 villages: along the border with 
Pakistan have become’ “terrorist-infested”. 
The terrorists" aim is to drive the remaining 
Hindus from these villages, a task they have 
nearly completed. © 

A new twist to the.agony is the i increas- 
ing flow of modern weapons across the bor- 
der with Pakistan. In December the Ak-47 
automatic rifle made its first appearance in 
Punjab; it was followed by the RPG-7 anti- 
tank rocket, also Soviet-made, and other 
missiles. Last month the Indians discovered 
that the terrorists had acquired American- 
made Stinger anti-aircraft missiles. Mem- 
bers of the Indian government accuse Paki- 
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stan of complicity, a charge the Pakistanis: 
hotly deny (while admitting that the long 
border is almost impossible to police). The 
Indians have deployed their: paramilitary. 
forces along parts of the frontier arid have 
begun putting up barbed wire. Inevitably, if 
the terrorism continues unabated, India will 
move its army up to the frontier, obliging 
Pakistan to follow suit. 

Mr Gandhi has tried a.variety of poli- 
cies, both conciliatory and tough. None has 
worked. On May 11th he will extend presi- 
dent’s rule in Punjab—that is, control by 
the central government—for another six 
months. During this time Mr Gandhi aims. 
to prepare the way for a new election in the 
state: The prime minister seems to be opting 
again for ballot-box politics, a year after the 
central government suspended the state leg- 
islature, deposed the elected Sikh govern 
ment-of Mr Surjit Singh Barnala, and’ gav 
the police a free hand to deal with th 
terrorists. : 

That move failed: the terrorists’ iibe 
grew-—because, in the clash of terror ark 
Counter-terror, the police used indiscrimi-. 
nate methods unsupervised by the courts-— 
and the death rate shot up. Mr Gandhi- con- 
ceded two months ago that the hard line 
had not cutbed terrorism. At the beginning 
of March he released five Sikh high priests. 
who were close to the militants, and four: 
members and associates of the shadowy 
"Panthic Committee" which is co-ordinat- 
ing the terrorism in Punjab. At the same. 
time he held out an olive branch to the mili- 
tants by releasing 42 of the 366 people. ar 





tested when the Indian army stormed th 


Golden Temple in Amritsar in June 1984; 
they had been held without trial in Jodhpur: 
jail ever since. 

Mr Gandhi had hoped that these moves: 
would produce à group of Sikh leaders who, 
without being accused of weakness, would. 
demand something less than secession. The: 
high priests did condemn the killings, and 
tried to build support for a position that fell 
just short of a separate state. The men with 
guns, by increasing the killrate, made 
clear that it was Khalistan or nothing. 

This may have convinced the prime 
minister that he could not deal with the ter. 
torists. But if the police cannot beat the kill- 
ers, and trying to arrange a compromise 
with them will not work, to whom can the 
prime minister turn? On April 25th. Mr 
Gandhi spent more than two hours with Mr 
Barnala, the first meeting since he bundled 
him out of power a year ago. The meeting 
was also attended by the former Maharajah: 
of Patiala, a leader of the rival faction of the. 
Akali Dal party. The Akalis split in May - 
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1986, after Mr Barnala assented to a second 
entry into the Golden Temple by the secu- 
tity forces. Mr Gandhi would like the Akalis 
to reunite and take part in the state election 
he now has in mind. 
> The prime minister has thus returned to 
‘the policy of July 1985, when, he signed the 
Punjab accord with the late Harchand Singh 
Longowal, then the leader of the still-united 
Akali Dal party. The accord was intended to 
salve the wound inflicted on the Sikhs by 
the storming of the Golden Temple and the 
killing of 4,000 Sikhs in Delhi and elsewhere 
"after Indira Gandhi was assassinated in.Oc- 
tober 1984. In the 1985 state election Mr 
Gandhi's Congress party put up only a to- 
en fight and the Akalis won an outright 
majority in the Punjab legislature. 
Things seemed to be going well: terror- 
ists killed only 61 people during the whole of 
985. Most of the disasters since then have 
"occurred because the. central government 
was-unable to live up to the commitments 
Mr Gandhi had made to Longowal. It did 
not release the Jodhpur prisoners, did noth- 
ing to bring the killers of Sikhs in Delhi to 
; book; and failed to transfer the city of Chan- 
digarh to Punjab—it remaíns the capital of 
Poh Punjab and adjoining pis The 








Congress party believed that the transfer of 


Chandigarh would make defeat in a state 
election in Haryana a near certainty. Con- 
gress politicians also grumbled that conces- 
sions to the Sikhs would cost the party the 
Hindu vote throughout northern India. 

In caving in to the importunings of his 
party, Mr Gandhi destroyed the platform on 
which the Akalis had been swept. into 
power. Mr Barnala was called Delhi's lackey, 
and by March 1987 his position was becom- 
ing untenable: Direct rule by the central 
government. followed, bringing Punjab to 
the brink of an insurrection. 

. Thé prospect of a. fresh election soon 
will. almost certainly bring more violence 
from the terrorists. Their aim will be to 
abort the election, force the central govern- 
ment to declare an emergency, and so, they 
hope, bring Punjab to full civil war. For.Mr 
Gandhi's new Punjab policy to succeed will 
require a skilful combination of steely police 
work and political nerve of a kind Mr Gan- 
dhi did not show in Punjab two years ago, 
when the state had a better chance of peace. 
The failure of Indira Gandhi’ s Punjab policy 
helped to kill her. It may prove ber son’s 
most dangerous test; e 





‘Sri Lanka. et s 
Will they beat te 
clock? 


FROM OUR CORRESPONDENT IN COLOMBO 


NE hurdle has been cleared. Neither 

intimidation by terrorists nor a boy- 
cott by the main opposition party prevented 
the. government of President Junius 
Jayewardene from putting through the first 
stage of Sri Lanka's ambitious election pro- 
gramme for 1988. With little violence, a re- 
spectable 61.5% of voters in four of the is- 
land’s nine provinces went to.the polls on 
April 28th and, for the first. time, elected 
provincial councils. Control of all four went 


to the president’s United National party. 


Provincial councils are the other half of 
the bargain by which India agreed to send 
troops to Sri Lanka last year to- subdue the 
Tamil Tiger guerrillas. The aim of the cov»: 
cils was to give the Tamils of the Northe 
and Eastern provinces, where they are cour 
centrated, a lot of autonomy, short of the 
independence the Tigers want. Last week's 
four elections were the first test of the de- 








FROM OUR PAKISTAN CORRESPONDENT 


JOT content with having one finger 

in the Sri Lankan pie, India is trying 

to pull-out a.plum in Afghanistan too. It 

wants Afghanistan to go on being ruled by 

the Soviet Union’s client, Mr Najibullah, 

rather than to become an Islamic 

_,state under the influence of 
Pakistan. 

On May 3rd the Indian foreign 

minister, Mr K.P.S. Menon, called 

| on Pakistan's President Zia ul Haq 
in Islamabad. The visitor was told, 
politely but firmly, that India had 

. no role to play in resolving Af 
ghanistan’s civil war. (For good 

, measure, Pakistan took the oppor- 
‘tunity to deny that it was shipping 
arms to Sikh separatists in Punjab.) 
The chilly message did nothing to 
lessen the warmth accorded to Mr 
Najibullah when he visited Delhi 
next day. 

India’s policy towards Afghani- 
stan was deliberately ambiguous in 
Indira Gandhi's day. She declined 

. to condemn the Soviet invasion in 
public, but talked tough to the Rus- 
sians in private. Since her son Rajiv came 
to power India and Afghanistan. have 
moved much closer together. India enthu- 
siastically endorsed Mr .Najibullah’s pro- 
gramme of "national reconciliation", and 








^ India' S friend i in need 





put its weight behind his attempts to win 
international recognition. It tried, and 
failed, to get Afghanistan accepted into 
the fledgling South Asian Association for 
Regional Co-operation. India is. the only 


Najibullah declamatory 


non-communist. country to have received 
Mr Najibullah. The Afghan leader's visit 
to Delhi this week is his second in five 
months. 

The thought that a  Pákistan-influ- 


enced government might succeed Mr 

Najibullah’s when the Russians leave Af- 

ghanistan sénds: shivers down Indian 

spines. India has maintained close ties 
with successive Afghan regimes since 

1947, and has received sympathy if not ac- 

tive support from them in its disputes 

with Pakistan. 

The Indian embassy used to be one of 
the largest and most influential in 
Kabul. It now has a limited hand to 

play. The Afghan nationalists with 
hend it enjoyed good links in the. 
past have lost. power and been scat- 
tered since the Soviet invasion. 
The fundamentalist ^ guerrilla 
groups, created and supported by 
Pakistan, are staunchly anti-India. | 
The guerrilla supremo, Mr | 
Gulbuddin Heckmatyar, who has 
been on Pakistan’s payroll since 
1974, has even suggested a confed- 
eration between Pakistan and 
Afghanistan. 

Several months ago, as the im- 
plications of a. Soviet withdrawal . 
sank in, an Indian envoy went, to 
Rome to.see Afghanistan's former 
King Zahir Shah. Since that visit, 
and perhaps because of it, Pakistan 

. has ruled out his return to Afghani- 
stan as a figurehead of national unity. Pa- 
kistan, deeply suspicious of Indian inten- 
tions, will continue to resist India’s moves 
to manipulate the Afghan outcome. That 
is unlikely to keep India from trying. 














HongkongBank: continued growth in 1987. 


During 1987, The Hongkong and 
Shanghai Banking Corporation made 
further progress in consolidating its 
position as one of the world’s leading 
banking groups. 

Financial highlights of the year 

included: 

* group profits up by 17.6% to 
HK$3,593 million (US$463 
million) 

* one-for-ten capitalisation issue 
proposed for 1988 

* earnings per share up 11.4% to 
HK$0.78 (US$0.10) 


* total dividends per share up 5.6% to 
HK$0.38 (US$0.05) 


* assets increased by 17.1% to 
HK$837 billion (US$107.8 billion). 


During the year, the group raised its 
shareholding in Marine Midland 
Banks, Inc., in the USA, to 100% and 
acquired a 14.9% stake in Midland 
Bank plc, in the United Kingdom. 


For a copy of the 1987 Annual Report, 
please write to Group Public Affairs 
Department, The Hongkong and 
Shanghai Banking Corporation, 

1 Queen's Road Central, Hong Kong. 
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HongkongBank 


The Hongkong and Shanghai Banking Corporation 


Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1987 
EXCEED US$I07 BILLION 


Ws you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you - to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
clusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe — 
because it's for a lifetime. 


Ellipse models are available 
in a variety of 
styles and movements. 





PATEK PHILIPPE 
GENEVE 


Patek Philippe S.A. 
4l, rue du Rhône - 1211 Geneva 3 — Switzerland 











volved system. 

A Sinhalese extremist group, the Peo- 
ple’s Liberation Front, sees the new coun- 
e ones in Sinhalese areas—as part 
of a plot, The Front’s declared penalty for 
anyone backing them is death. When elec- 
tion day came, however, its gangs managed 
only to throw two bombs; which. did. no 
great harm, shoot a policeman and set fire to 
a railway station. The Front still has punch, 
however, as it showed on May fth p mur- 
dering four more people. 

The biggest loser was the Sri: Lanka 


Freedom party, the main opposition group.: 


It denounced the provincial elections and 


made the mistake of boycotting them. Their” 
success has left both the ruling party and the - 
alternative Sinhalese opposition group, the 


United Socialist Alliance, which did field 


candidates, looking » ‘statesmanlike. . The- 





Freedom party isnow claiming that it would 





have won in some, perhaps i in allfour, of the © 


ovinces if it had joined i in. But it did not; 


Mr Jayewardene's party now controls - 


four of the seven:predominantly Sinhalese 
provinces, and will probably win: the other 


three when they goto the polls early in June. - 
In the remaining two: provinces, the- 


Northern and Eastern ones, where the trou- 
ble started, the Sri Lanka Freedom party, 
which (unlike the Socialist Alliance) at- 
tacked the India-Sri Lanka deal, has no role 
to play. Who does is far from clear. The 
Tamil Tiger guerrillas, a Ithough seriously 
hurt by the Indian army's intervention, still 
have the destructive power to blow up one 
bus, ambush another and plant a bomb, all 
during the past week. They will still try to 
apply a veto of violence to the elections in 
the north and east. Whether the Indians can 
get them to turn to peaceful politics remains 
to be seen. The present sticking-point in the 
talks, a familiar one, is over how many arms 
the guerrillas should surrender, and when. 
There is no sign yet that any party 
uld be prepared to put up candidates in 
... north and east. Time is pressing. Those 
elections have to be held by August at the 
latest, so that a presidential election can be 
held by the end of the year—and a par- 
liamentary election, too, if President Jaye- 
wardene has his way. It will be touch and go. 





Thailand 


Well, it’s better 
than a coup 


FROM OUR SPECIAL CORRESPONDENT IN BANGKOK 


T USED to be that when Thai politics fell 
into disarray, the tanks rolled in to fix it. 
When it happened last week the prime min- 
ister, General Prem Tinsulanonda, just 
falled an election for July 24th, and went to 












political office. His party is a small one. 








He was joined on the course by sundry 
politicians and military men, among them 
the army’s commander-in-chief, General 
Chavalit Yongchaiyudh. From this it: was 
deduced that Mr Prem still has plenty of 
support, and that the army is still behind 
him. He has been prime minister for eight 
years-and takes credit for Thailand’s relative 
calm during that period, and for the fact 
that its economy is in good shape. He hopes 
to get-the support of the four parties which 
formed the ruling-coalition after di 1986 


: election. 


Opposing him, however, is a group of 


J parties, some of which would prefer Gen- 


eral. Chavalit to be the next prime minister. 
The general has some popular support, but 
conservatives grumble suspiciously. about 


“him and he does not seem to have the clear 
“approval of the king: That, in Thailand, is 


still essential for anyone seeking the top job. 
The general has complained of: corruption 
in political life and has called for “a quiet 


"revolution", whatever that means. The gen- 


thereby keeping his op- 


ponent-out of the tace for now; Another 


possible candidate is Mr Kukrit Pramoj, an 
elderly former prime minister and a vocifer- 
ous critic of Mr Prem: 

If Mr Prem holds on to the prime 
ministership, he miay-find the new parlia- 
ment as rumbustious as the old. One of the 
main coalition members, the ‘Democrat 


party, has split. A no-confidence debate due : 


on May 9th had been expected to throw up 
a lot of mud: alleged corruption by minis- 
ters; the army’s poor performance in the 


border war with «Laos; even allegations _ 


about the sexual tastes of the prime minis- 
ter. Mr Prem called the election rather than 


face the debate. Yet the new parliament. 


could revive the no-confidence issue. 

One quarrelsome, issue unlikely to go 
away is copyright. Thailand is a paradise for 
counterfeiters (whose activities bring in a lot 
of money). The departing government, un- 
der American pressure, had introduced a 
bill to prevent the pirating of computer soft- 
ware. The bill will be just as contentious 
when it is reintroduced after the election. 

The way for any Thai prime minister to 
gain a smooth passage for himself is à bar- 
gaining process which guarantees good jobs 
to the right people and favours to political 
parties. It is already under way. The main 
feature of the run-up to July 24th will proba- 
bly be high-level ‘negotiations for alle- 
giances, and thereby for power. The election 
itself is likely to be costly in other ways. Buy- 
ing a single vote can cost $10. Mr Chamlong 
Srimuang, the well-regatded governor of 
Bangkok (he tidied up the streets), has 
started a political party whose candidates 
are forbidden to buy votes or accept high 





- still makes other Asians shudder. 







~ to sack his education minister; the 68-year- 





















Japan and China 


The war that will- 
not die 


FROM OUR TOKYO CORRESPONDENT 


APAN'S prime minister, Mr Noboru 

Takeshita, was in London this week, ho 

ing to convince Mrs Thatcher that he is 
man to be reckoned with. It was an impo 
tant call for Mr Takeshita, who is having 
trouble measuring up to the foreign-policy 
skills of his predecessor, Mr Yasuhiro 
Nakasone. His efforts to be a statesman, — 
however, may get nowhere if he cannot con- 
vince his colleagues that tact is called for— 
especially in Japan’s own back yard, No 
sooner does Japan shower Asia with some 
extra trade, aid or investment than some 
cabinet member blights the effort by än- 
other show of the Japanese nationalism that 


The Japanese foreign minister, Mr 
Sosuke Uno, arrived in Beijing on May 3rd 
bearing a handsome gift: aid worth ¥192 bil- 














Charity begins at home Japan's: 


lion ($1.5 billion), part of which will go to- 
wards building Beijing’s new undergroun 
railway. In return he got a wigging from 
Chinese’ counterpart, Mr Qian Qichen, 
about the statement made late last month by 
a Japanese cabinet minister, the 75-year-old 
Mr Seisuke Okuno, that Japan was not an 
aggressor in the second world war. His coun- 
try, said Mr Okuno, was merely defending 
itself against "the white race that had turned 
Asia into a colony "—which ‘would’ have 
come as news to Chinese at the time. a 

Only 18 months ago Mr. Nakasone had. 








old Mr Masayuki Fujio, for expressing simi- 
lar sentiments. Mr Takeshita had hoped 
that the Okuno affair would blow over. Be- 
fore Mr Okuno’s gaffe, Mr Deng Xiaoping 
had told Mr Masayoshi Ito, a Japanese poli- 
tician close to Mr Takeshita, that China 
realised ultra-nationalist views in Japan were 
confined to dodderers on the right of the 
ruling Liberal Democratic party (though 
they were no less regrettable for that). Mr 
Qian’s complaint to Mr Uno suggests that 
China is ready neither to forgive nor forget. 
China's line that Japan still has a debt to 
pay for the war is a useful spur to Japanese 
aid and investment, but both countries have 
an interest in keeping the issue in propor- 
tion. China needs Japanese help with 
modernising its economy. lt also wants Ja- 
pan to act as a bridge to South Korea (with 
which China still has no diplomatic rela- 
tions): South Korean factories and technol- 
ogy may be more suitable than Japan’s for a 
country at China’s level of development. 
Japan likes playing the regional states- 
man. It needs the support of a stable and 
growing China to succeed in the role, and 
thinks Mr Deng's economic reforms offer 
the best chance of that. It is also anxious 
that Mr Takeshita’s visit to China in August 
should be a success. The Japanese govern- 
ment is cajoling its businessmen to forget 
about the hardships of doing business in 
China and increase their investment there. 
They are showing signs of responding, 
mostly because rising currencies and labour 
costs are making South Korea and Taiwan 
too expensive for offshore production. 
Trade and investment aside, there is still 
plenty of scope for jockeying between Japan 
and China. The Chinese see Japan, with its 
tight links to the United States, as a restrain- 
ing force on the Russians. But the Chinese 








are nervous about the softer approach the 
Japanese have been taking in recent weeks 
towards the Soviet Union (though the soft- 
ening was so subtle that the Russians proba- 
bly didn’t notice). Relations between Japan 
and Russia are unlikely to improve fast—re- 
member the four northern Japanese islands 
that the Soviet Union occupies—but any 
sign of a thaw would worry China. 

So would any sign of a breakthrough be- 
tween China and Russia worry Japan. This 
week a Japanese newspaper revived an old 
rumour that the Soviet Union and China 








We're just here to protect you from the white race, and give me that soup 


may be moving towards some sort of non- 
aggression treaty, That is unlikely to happen 
soon, but one purpose of Mr Uno's visit was 
to find out if China's view of the Soviet 
Union is being influenced by the Afghani- 
stan withdrawal. He was also looking for any 
hint of a shift in Chinese policy on the Ko- 
reas and on Kampuchea. Not that Japan, 
whose diplomacy is still denominated almost 
entirely in yen, would have any idea what to 
do if China were to make a big change. But 
at least it is asking some questions. 














The rites of May 


FROM OUR TOKYO CORRESPONDENT 


[^ AN annual ritual on Japan's Con- 
stitution Day holiday, May 3rd, big- 
wigs in the ruling Liberal Democratic 
party call for a rewriting of the constitu- 
tion that General Douglas MacArthur, as 
head of the postwar American occupa- 
tion, bestowed on their country in 1946. 
Some of the party’s members (among 
them Mr Yasuhiro Nakasone) see it as a 
lingering symbol of Japan's defeat in the 
war that ended in 1945. They say they 
want a Japanese-written constitution in- 
stead of an American-written one. They 
do not make it clear what this would mean 
in practical terms. 

This year, 243 of the 445 Liberal Dem- 
ocratic members of parliament turned up 
at a rally led by Mr Mutsuo Kimura, a for- 
mer minister now in the upper house. 
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Since 1983 Mr Kimura has campaigned 
for three constitutional changes. He pro- 
poses that (in article 1) the emperor 
should be named as head of state, not 
merely as the “symbol” of the state; that 
(in article 9, which renounces war) it 
should be explicitly stated that Japan can 
maintain limited military forces for its de- 
fence; and that (in article 89) state aid for 
private education should be permitted. 
This year Mr Kimura added a fourth pro- 
posal. He wants article 29, which asserts 
the inviolable right of private property, 
amended to make it easier for the govern- 
ment to take land by compulsory pur- 
chase, for such things as building roads. 
The article 29 curlicue apart, Mr 
Kimura's list represents one of the most 
powerful issues in Japanese politics. The 
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constitution has become a symbol of a 
particular kind of Japan: the non-nation- 
alist, money-making one that has thrived 
since the end of the second world war. 
Changing it would be a radical act. Since 
the ruling party has never come close to 
having the two-thirds majority in parlia- 
ment that is required for amending the 
constitution, the debate remains a theo- 
retical one. But it is no less bitter for that. 

When Mr Noboru Takeshita took of- 
fice as prime minister last November, he 
said that constitutional revision was “not 
on his political agenda”. Although his 
predecessor, Mr Nakasone, had some- 
thing of an obsession about it, even he ac- 
knowledged that it was too delicate a sub- 
ject to tackle. Yet it is now believed in 
Tokyo that the Kimura group has Mr 
Takeshita’s quiet blessing. The course of 
the debate may tell a good deal about the 
role in the world that the new Japan will 
try to make for itself. 



































































ACCOMMODATIONS THAT LEAVE ROOM 
FOR EVERYTHING BUT IMPROVEMENT. 








ai At Park Hyatt? spacious suites provide generous amounts 
WASHING 19 Ny D.C. of both comfort and luxury. You'll appreciate wonderfully private 
master bedrooms. where rest and relaxation are assured. Magnificent marble bathrooms. And beauti 
fully appointed living areas that make entertaining, as well as working, a pleasure. A fact that can be 
attributed not only to sheer size, but to the thoughtful inclusion of two phone 
lines and a computer port. All of which is designed to make your stay at 


Park Hyatt an enormous success. For reservations, call 1-800-228-9000 PARK HYATT 


Where the exceptional is the rule” 
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Great bargains dont change. 


But they do make a great difference to your pocket. Especially if they're tax-free. 

Our Handbook on the subject explains how you get your Volvo for considerably less. 
Plus info on the Volvo range. We'll even tell you why there's no red tape if you fill in 
the coupon. 





Io Volvo Tourist & 
Diplomat Sales 


Anas | 
5-405 08 Göteborg aoe 
Sweden. Please send ERA 
me the Volvo Tax- | 
Free-Handbook and - i 
more information about OThe Volvo 240 | 
series OThe Volvo 340/360 series OThe 
Volvo 740 series OThe Volvo 760 series 
OThe Volvo 480 ES OThe Volvo 780 | 
Name 

Address 

Zip Code 

City 

Country 


Phone 


Country of final use 


VOLVO 


Tourist & Diplomat Sales & | 


5/88 


THE ECONOMIST MAY 7 1988 27 


Ll City Airport is designed by business people 
specially for business class travellers. 

Eleven flights every week day to Paris from 07.00 hrs to 

19.30 hrs; three to Brussels ond (from 16th May) three to 
Amsterdam. Operated by the experienced Brymon Airwoys 
and London City Airways. 2 


Direct access from your car or taxi; only ten minutes ahead 
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wasted taxi-ing time; no ‘stacking’ of planes on orrival; 
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Try the complete business travel experience - only ot 
London City Airport. 
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AMERICAN SURVEY 


A man, a plan, acabal... 


Panama 


WASHINGTON, DC 





Hell, no. Noriega won't go 


ASHINGTON is a fickle city. In Feb- 
ruary, when General Manuel Anto- 
nio Noriega was indicted in Miami for drug 
cking and the White House began its 
vegveOUS attempts to oust him from power 
in Panama, few voices were critical of the ad- 
ministration. Those who did criticise were 
mostly wanting harsher, military measures. 
Economic pressure, agreed the rest, was the 
right way to force General Noriega out. Now 
that the economic pressure has failed to 
shift him, and seems only to be turning 
friendly Panamanians and other Latins into 
Yanqui-haters, Washington is suddenly 
filled with critics of the policy. 

Economic pressure, they say, could 
never have worked. It was bound to hurt or- 
dinary Panamanians, while doing little to 
change the mind of an unscrupulous and al- 
legedly drug-enriched dictator. The indict- 
ment of General Noriega was a tactical er- 
ror. Recognising Mr Eric Delvalle as 
president (a job he got courtesy of the gener- 
al's ballot-box stuffers) and encouraging 
him to try to sack General Noriega were 
both foolish. And the administration ig- 
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nored the best vehicle for its policy: a con- 
certed attempt by other Latin American 
countries to persuade General Noriega to 
leave. Now, worst of all, the administration, 
in order to save face, seems to be abandon- 
ing the opposition politicians in Panama by 
negotiating, through Mr Michael Kozak of 
the State Department, to allow the general 
to stay in the country after he steps down 
from the army. 

Such recriminations are, with hind- 
sight, understandable. The truth is that the 
administration stumbled into its diplomatic 
debacle partly to distract attention from its 
defeat on contra aid, and partly by mistake. 
The indictment of General Noriega, by a 
grand jury in Miami, was not, as much of 
Latin America clearly thinks, part of the 
strategy. It was done over the protests of 
many American diplomats, who saw how 
firmly the risk of extradition and trial would 
cement the general to his throne. The fed- 
eral prosecutor in Miami simply went ahead 
with the charges. He probably felt that if he 
did not act when he did, he would be pre- 
empted by hearings in the Senate, which a 


week later revealed the extent of General 
Noriega's alleged involvement in the drug 
trade. Any indictment would then seem to 
have been forced by Congress. 

Once the indictment was fact, the ad- 
ministration had no choice but to try to oust 
the general by more public means than it 
had hitherto used. But it was a tactical mis- 
take to embrace Mr Delvalle, once the presi- 
dent had suggested (if it was his suggestion) 
that he might dismiss the troublesome gen- 
eral. The Americans should have tried to 
dissuade him from the attempt, which failed 
so promptly and made the erstwhile puppet 
the unlikely new champion of democracy. 
That, in turn, persuaded the real opposition 
in Panama that Uncle Sam would do its 
dirty work while it sat back and watched. It 
therefore failed to deliver the popular dis- 
content with the regime that was supposed 
to follow the economic sanctions. 

A country whose currency is dollars and 
whose speciality is banking is peculiarly vul- 
nerable to economic sanctions from the 
United States. A group of senators, ranging 
from Mr John Kerry, a Democrat from 
Massachusetts, on the left to Mr Alfonse 
D'Amato, a Republican from New York, on 
the right, urged the administration to use 
tough economic sanctions. Almost alone, 
the Rev Jesse Jackson foresaw the failure of 
the policy and the damage it would do to 
Panama. It is wrong, he said, to set the whole 
forest on fire to smoke out one villain. He 
had nothing better to offer than write to 
General Noriega and beg him to step 
down—for which he was rightly ridiculed. 
Yet that is what the administration is now 
reduced to. 

What else could the administration 
have done? From the right wing comes the 
complaint that the sanctions might have 
worked better had they been more promptly 
applied. Yet they did work. They worked 
only too well, reducing industrial produc- 
tion by 40%. But that did not prevent Gen- 
eral Noriega from paying his army. 

From the left comes a different com- 
plaint, and one with more force. The United 
States might have achieved its ends in Pan- 
ama had it used its allies in the region. Three 
former presidents, of Colombia, Costa Rica 
and Venezuela, began last November to de- 
velop a plan under which General Noriega 
would agree to relax his grip on power and 
allow democratisation to proceed, in ex- 
change for possible retirement for him in 
Spain after his 25 years of military service 
ends in May this year. Mr Carlos Andres Pe- 
rez, the Venezuelan in the group, told the 
New York Times on May 2nd that they got 
the agreement of General Noriega just two 
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days before Mr Delvalle's bungled attempt 
to sack him on February 25th. 
Mr Perez thus lent support to those in 


(. Washington calling for a Latin American so- 


lution. They would like the United States to 
support the enterprise of the three former 
presidents, saying to them: once we have 
agreed on the aims, you write the script, de- 
scribing exactly how General Noriega gives 
up power, sanitises Panama's armed forces 
and leaves behind a democracy. Diplomatic 
isolation in Latin America, they imply, 
would be more menacing to the general than 
was economic strangulation. 
; There is not much prospect of the Rea- 
: gan administration adopting such a policy. 
It distrusts multilateralism, and usually pre- 


|. fers writing the script itself. So it is left in the 


position of negotiating directly with General 
Noriega from a position of declining 
strength, appearing to sell out the opposi- 
tion in Panama by giving in to the general's 
demand to stay there after his eventual re- 
tirement, and encouraging those on the far 
right in Washington who are alarmed at the 
thought of the Panamanian army gaining 
control over the canal zone in 2000. 

a 





p Drugs 
~ Four shots, 
no injuries 


YT WAS in 1986 that President. and Mrs 

Reagan went on television together to 
call for a "national crusade" against drugs. 
As that year's congressional elections ap- 
proached, competition for the glory of pro- 
ducing the most far-reaching anti-drugs leg- 


$. islation became frantic, and in October a 


voluminous bill was enacted. Among its 
many provisions were rules to cajole foreign 
countries into helping to suppress the nar- 
cotics trade. One rule said that from a list of 
producing and transit countries the presi- 
dent was to certify to Congress those that 
"fully" co-operated with his efforts. Those 
that he could not certify were to be pun- 
ished by losing their foreign aid, or some of 
it, and by the use of the weighty United 
States votes in the international institutions 
to deny them development loans. Congress 
was to have power to reject the president's 
certification, and so trigger the penalties, if 
it chose. Adopted in end-of-session haste, 
the rules have lived to bedevil United States 
diplomacy in Latin America. 

The Senate set off an uproar on April 
14th by voting to disapprove the president's 
certification of Mexico as co-operating 
“fully” in the interception effort. Mexico is 
an abundant producer of marijuana anda 
staging area for cocaine, and, although the 
truth seems to be that its government is do- 


EM 


ing its best in the war against drügs i its.bést: 
is not enough. To take effect; however, the- 


Senate's rejection must be agreed to by the 
House of Representatives too, Mr Larry 
Smith, the chairman of a House task-force 
on drugs, is keen to get the House to join the 
Senate, after which the only way in which 
Mexico would get aid would be for the presi- 
dent to use his power to cite the national 
interest and certify it. He might. The only 
aid Mexico gets is $14m—to fight drugs. 
The decision has not yet gone to the full 
House, and may not do so. The House For- 
eign Affairs Committee debated the Mexico 
resolution for most of April 27th, together 
with four other resolutions to “‘decertify” 
the Bahamas, Peru, Bolivia and Paraguay, 
The. Senate had refused to act against the 


Bahamas and had not considered action © 


against the other three. Nobody even men- 


tioned Colombia, it being generally assumed * 
that the Colombian government is power- 


less to do anything against drug traders. The 
accused countries have been taking the 


threat seriously, bombarding their congres-- 


sional friends with proof of their genuine, if 


ineffectual, efforts against drugs. From La | 


Paz there even came word of a bill intro- 


duced in the Bolivian congress to make the ... 


cultivation of the coca plant illegal, a mea- 
forceable. ©. 

"seas -chairmanship of 

Mr Dante Fascell, the Foreign Affairs Com- 

mittee was delicate i in its decisions. Politics 

seemed to reqüire some rebuke for the Latin 

E but policy required that it not 





do any harm. The committee has declined _ 
to make a decision about Mexico, thus con- 





triving that the Senate’s a 
nothing. It has taken no decision about the 





i Bahájoas; dirhir, It has dbihinedided 


House to disapprove.the certification of 
livia, Peru and Paraguay, but this acti 
too, will come to nothing since the Senat 
not likely to duplicate it. Four warning sb 
have been fired. Nobody has been hit. 


M 





Immigration n E 
Day of judgment 


HE immigration offices stayed opén 

Wednesday night to catch the last ; 
crastinator. Then the curtain fell on 
one-year amnesty for immigrants who h 
lived in the United States, illegally but c 


. tinuously, since January 1 1982. Even v 
"the great last-minute surge, only ab 
. three-quarters of those who might h 
-. qualified for legalisation under the 198€ 
"migration act had applied for it: s 
* 500,000 outlaws, and perhaps more, sta’ 
‘the shadows. It was thought that betw 
‘1.8m and 2.6m people were eligible for 
.amnesty; about 1.5m people applied. ] 


excludes seasonal farm workers who, in 


- erence to California's agro-businesses, ar 


a separate category, and have another 


months in which to apply. 


The amnesty was.an outstanding 
cess, says the commissioner of the Immi 
tion and Naturalisation Service (Is). Cr 
demur. Everything was falling into plac 
the end of the programme, they say, bu 
then it was too late for many. They poir 
the inadequacy of the campaign to publi 
and explain the amnesty, the confusiont 
complex and shifting regulations (wl 
were made more liberal as time went on) 
the pervading fear of many illegal aliens : 
if they stepped into line, they could be s 
ping towards deportation. In fact near! 
the people who have so far asked for 
status have been given it, and the Ins 
promised not to use the information it 
tracts to sweep up those who are rejecte 

The level of response differed betv 
regions and races. It was strongest in ( 
fornia (home to roughly half of Amer 
illegal immigrants) and in the south-v 
particularly Texas. More than 70% of 
applicants have been Mexicans, who pr 
bly account for 50-60% of the eligible in 
grants. The north-east, including New ' 
with its large Caribbean and Asian por 
tion, responded sluggishly. - 

Westerners were much better than | 
erners at getting the word: out. Indivi 
INS officers were wonderfully zealou: 
coaxing illegal aliens out into the light. 1 
were helped by various groups, notably 
Roman Catholic church in Los Ang 
And they found it easier to reach Spar 


. speakers than more fragmented groups. 


People who had been busted by the 









Documented at last 


had to learn to trust it. People who had tried 
assiduously to hide all trace of their exis- 
tence had suddenly to produce a paper trail 
to prove a six-year residence. The INS, on 
the whole, did its best to help them, accept- 
ing a flexible variety of documents—pay 
slips, school records, postmarked letters, 
affidavits—as proof of residence. The rules, 
which allowed only short absences from the 
United States since 1982, favoured Mexi- 
cans and Central Americans (Salvadorans 
came a distant second among applicants), 
who could slip home across the frontier, 
leaving no record of long absences. Dates 
could be fudged. But people from farther 
afield, who had arrived by sea or air, had en- 
try and departure dates indelibly marked in 
their passports. All immigrants were afraid 
| at their families could be split, some mem- 
~-fs accepted and some not. That was a par- 
ticularly worrying prospect for those who 
thought they faced deportation to a distant 
country. 

Even successful applicants have more 
obstacles to overcome. Within the next 18 
months they have to pass a test in English 
and on the American constitution in order 
to move on to the next, more permanent, 
stage on the road to citizenship. And the 
INS's smiling face reverted, on May 5th, to 
its more familiar scowl. Its powers have been 
extended by the immigration act. In the past 
illegal workers who were caught were in 
trouble, but their employers were not. Since 
last September, however, employers are lia- 
ble to fines or prison sentences if they know- 
ingly employ an undocumented worker. Re- 
ports from California tell of a thriving 
business in forged documents to help em- 
ployers to remain blissfully unknowing. 
ee a | 


- THEECONOMISTMAY71988 ^ 





Primary elections 


Not what they 
were 


TOLEDO 


The. candidates went through 
the motions of campaigning for 
this week's three primaries, but 
neither their hearts nor those of 
the voters were in it. For the can- 
didates, the carnival is almost over. The vot- 
ers of Ohio, Indiana and the District of Co- 
lumbia could only reminisce about the days 
when their votes counted: when Bobby Ken- 
nedy won Indiana in 1968, when Mr Gary 
n upset Mr Walter Mondale in Ohio in 
1984. 

This year all three contests were fore- 
gone conclusions, though there were prizes 
for each of the candidates. Mr George Bush 
won the uncontested Republican races, of 
course. Mr Michael Dukakis won the Demo- 
cratic contests in both states, taking 6996 of 
the vote in Indiana and 6396 in Ohio. And 
the Rev Jesse Jackson won in the country's 
capital by a huge margin, taking four out of 
every five votes. Of the three, the only pri- 
mary to receive much attention from the 
candidates was Ohio. Indiana is too reliably 
Republican for a Democrat with no close 
opponent to waste his time there. The Dis- 
trict of Columbia, where blacks outnumber 
whites by more than two to one, offered few 
hopes for Mr Dukakis. 

Ohio, though, is a big state with big in- 
dustries and big cities. It usually chooses the 
winner in presidential elections, so a good 
dry run, which helps to build support for the 
general election, is worth striving for. The 
strategists already thinking about Novem- 
ber consider Ohio a state the Democrats 
must win. They have even been suggesting 
that Mr Dukakis should pick the dull but 
heroic Senator John Glenn as a running- 
mate to ensure victory here. 

Ohio is the heart of the smokestack 
country, with some of Pennsylvania’s steel 
and some of Michigan's cars. From the old 
Republican stronghold of Cincinnati in the 
south-west to ethnic, Democratic Cleveland 
in the north-east, it is a blue-collar state that 
produces things, not services. Its unemploy- 
ment has been high but is falling. Its workers 
are uneasy: uneasy at how often they now 
have to change jobs, uneasy at the implica- 
tions of automation. Those in work are do- 
ing well. Those not in work are having to 
move and retrain and, sometimes, suffer. 

The campaign in Ohio was not about 
foreign policy or social issues. It was about 
industry, jobs and trade. Mr Jackson's anger 
at insensitive bosses, greedy corporate raid- 
ers and protectionist foreigners fell on fertile 
ground. Noticing this, Mr Dukakis bor- 
rowed a little of it, attacking Wall Street and 


calling for an increase in the minimum wage. 
But mainly he stuck to his perennial themes: 


people off welfare. He goes down well, partly 
because the press has led his audiences to 
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an industrial policy that brings “good jobs at 
good wages", affordable housing, health 


care for all, retraining programmes to get 





expect such dullness that they are pleasantly — 


surprised, But also because voters give him 


the credit for the technology-driven pros- | 


perity of his own state, however much the 
academics may try to deny him it. Asked 
why they supported him, many of the people 
in a crowd outside a car plant in Toledo re- 
plied: because he can do for Ohio what he 
has done for Massachusetts. Many of them 
used to vote for Mr Reagan. Í 

Mr Jackson did not give the governor a 
free ride. He outspent Mr Dukakis on televi- 
sion, and even for the first time put out a 
commercial directly attacking his opponent. 
Calling him a Teflon candidate, Mr Jackson 
accused him of failing to give details of his 


programme. Mr Jackson is preparing for an 


assault on California on June 7th, where his 
best hope is to portray Mr Dukakis as a 
right-winger. For Mr Dukakis, with his eyes 
sliding right towards the undecided voters 
in the general election, the charge is 
welcome. 





The allies 
Time to share 
the burden 


WASHINGTON, DC 


Ar spend a lot more on de- 
fence than do their allies and, every 
now and then, they feel sore about it. Such a 
time is now. The budget deficit is obliging 
the country to retrench. The trade deficit is 
seen as evidence that America's allies, secure 
under American protection, have sneakily 
been strengthening their industries at 
America's expense. The November elec- 
tions contribute a shrill political variation to 
the low hum of economic discontent. 

In all, about 20 pieces of legislation 
aimed at getting the allies to pull their 
weight in defence are, or have been, before 
the House of Representatives this session. 
They include amendments that propose cut- 
ting American troop levels in Europe and 
Asia unless the allies spend more on de- 
fence, bills imposing surcharges on imports 
to offset the disparity in defence spending, 
and resolutions calling on the president to 
persuade the allies to be more helpful both 
at home and beyond. As with trade, Ameri- 
can anger focuses more on Japan than on 
Europe. Europe, however, is not left out. 

None of these measures, making their 
way through committees, has much chance 
of becoming law, at least not this year, with 
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American forces 
| March 31 1987 


Worldwide total: 2,168,180 


j 18,524 À 


Source: Congressional Research Service 































this administration and this Congress. A 

-couple of unfriendly amendments to the de- 
fence. appropriations bill have just been 
-thrown out. And the.administration wants 
to dispel the notion that the allies are about 
“to be bullied; it has dispatched Mr William 
Taft, the deputy defence secretary, on a tour 
of European capitals, bearing an un- 
-threatening message. The allies, the admin- 
istration feels, have to be treated sensitively 
- these days after the upsets of superpower 
treaty-making: the carrot (joint research 
projects) has replaced the stick (the threat of 
American troop reductions). 
Yet this bout of American impatience, 
Tike earlier ones, reflects a strong dissatisfac- 
tion that will not miraculously vanish. This 
"time many of the Americans who are argu- 
ing for a change in burden-sharing are not 
calculating in straight cash-register terms. 
- They are searching for a new approach, far 
-removed from simple accountancy. The de- 
bate, they say, should be as much about the 
sharing of responsibilities as the sharing of 
-financial costs. 

Fighting over numbers, year after year, 
has got America and its allies nowhere. 
< America spends more than the others, but 
what does it spend it on? The joint expense- 
-sheet and the methodology behind the cal- 
culations are acrimoniously and inconclu- 
sively disputed: no formula is accepted by 
‘both sides. Contributions, say the defensive 
"allies (supported by a few Americans), 
should be measured by the quality of the 
; output as well as the size of the input, plus 
countless non-statistical factors, such as the 
wear and tear on West Germany attribut- 
able to its role as host to so many of NATO's 
forces. 

The Reagan administration, partly ac- 
cepting these arguments, discourages the 
numbers game. Representative Pat Schroe- 
der, a Democrat from Colorado who chairs 
an Armed Services Committee task-force on 
burden-sharing, accuses the Defence De- 
partment of gilding the European contribu- 
tion to make it shine more brightly. The ad- 
ministration, plucking an idea from long ago 


digas. 








smaller Europe 


1970-74. 
average 





(it was articulated by John Kennedy), speaks 
of Europe as the second pillar holding up 
the NATO alliance. The pillar's political 
strength should be fortified to stand the test 
of crises both in the members’ region (Den- 
mark, the latest small crisis) and outside it 
(the Gulf, the continuing big crisis). 

The administration remains a bit am- 
bivalent on the revitalised Western Euro- 
pean Union. But, at least in theory, the Eu- 
ropeans have earned credit points for their 
efforts to co-ordinate their military actions. 
And though most members of the American 
public still believe that their own warships 
alone are responsible for patrolling the Gulf, 
the few who know better are pleased by- what 
the British, French, Italians; Dutch and Bel- 
gians are doing. 

Many congressmen, hoses would 
still like to see the colour of allied money. A 
report on "NATO in the 1990s" by a commit- 
tee of the North Atlantic Assembly, to be 
presented to Mr Reagan and the other 
heads of government later this month, dis- 
cusses these immediate financial concerns, 
as well as pursuing the search for a more re- 
sponsible European role. The-committee, 
which was chaired by Senator William Roth 
(Senator Sam Nunn was also a member), 
recommended among other things that: 
€ NATO members should consider the provi- 
sion of bases as an integral part of their con- 
tribution and should not seek financial com- 
pensation for them from the United States. 
On the other hand, the richer-North Euro- 
pean governments might well consider help- 
ing their poorer (and base-providing) south- 
ern neighbours, Greece, Turkey and 
Portugal. 
€ European members of NATO should get to- 
gether regularly to identify global and re- 
gional threats, and agree how to respond, 
collectively and individually. 
€ A European division might be formed, on 
the lines of the planned Franco-German 
brigade. 

@ Task specialisation should be encouraged. 
In particular, jobs should be assigned to xthe 
countries. 





, ment t with i i 










The committee touched gingerly on shared 
leadership, even looking down the road to a 
time when a non-American might command 
the allied forces. 
. ‘Another introspective look at NA 
("Comprehensive Security and- Western 
Prosperity”, written by Mr Leonard Sulli- 
van, a former assistant secretary of defence, 
and based on the deliberations of an Atlan- 
tic Council working group) is more provoca- 
tive. Mr Sullivan argues that Europe and Ja- 
pan must accept a less altruistic America; 
America must accept stronger regional 
blocks across the Atlantic and Pacific. And 
since the threat to western security is far 
more diffuse than it once was, the West’s re- 
sponse should be broadened to match it. 
The main danger these days, argues Mr 


` Sullivan, is not a direct Soviet attack. Allied 


contributions to collective security should 
be measured on a far wider scale, taking in 
money spent on such things as foreign aid, 
the fight against drugs and the resettlement 
of refugees. Leadership, he says, is a burden 
to be shared: it should not go to the biggest 
or the richest or the one most willing to pick 
up the bill, but to the country that has t 
expert knowledge, the historical comm... 
ment and the strongest national interest in 
the area concerned. 

Such ideas as these are increasingly 
voiced by thoughtful Americans as they 
ponder the consequences of America's 
diminishing pre-eminence on the world 
stage. In the meantime, however, there are 


bills to be paid. 


pacers e JU 
Basketball 


otanding tall 





HE National Basketball Association is 

cock-a-hoop. Now immersed in the play- 

offs leading to its championship series, the 

23-team league has crowned its most suc- 

cessful season ever by reaching an agree- 
players that is likely to 










It can never be quite ruled out that even the 
most promising of outlooks may become 
clouded. In such a situation, it is vital to react 
as skillfully as possible, and it is a great advan- 
tage if you can rely on experienced partners 
who will know how to keep their heads clear. 
Since the situation on the financial markets is 
less and less transparent, your choice ofa part- 
ner is once again at a particularly high pre- 
mium. Our services in the field of portfolio 
management take all this into account. As an 
internationally-oriented bank domiciled in 
Switzerland, we are familiar with all the major 


exchange centres. As a subsidiary of the 
world’s largest bank, we have the use of an 
information network that has no equal. As the 
only bank offering you the unique COMPASS 
currency management system, which is based 
on a computer model of our own and trans- 
lates currency fluctuations into considerable 
profits, we can provide you witha highly inter- 
esting investment alternative independent of 
the stock exchange. Finally, as a bank strong 
in advisory capacity, we offer you a service 
characterized by personal commitment. The 
two Executives in charge of our Portfolio- 





Management Department, Mr Hans Goetti 
and Mr Yasuhiro Marui, will gladly give youa 
detailed rundown on all the possibilities and 
advantages. Why don’t you contact us at: 
DAI-ICHI KANGYO BANK (SCHWEIZ) 
AG, Lówenstrase 32, CH-8023 Zürich, 
Switzerland, Telex 813886, Fax 01/21692 22, 
Telephone 01/21691 11. 


Well on course to your investment goal. 


What a beaut 
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if you're considering updating your information system, & 


ecently we even gave one of these giants a computer 
graphics system that helps them pinpoint the most nromisino 
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places to drill for oil. Now, that’s refined. 

Ihe NYNEX family of companies would like to work 
with you, too. Besides the advanced network services offered by 
our telephone companies, we have ten companies in information 
and office systems, business services, software and publishing. To 
learn more about why NYNEX is the answer for your business, 
write NYNEX, 1113-4 Westchester Ave., White Plains, New York 
10604, USA. 

In fact, we'll soon have your data moving at thousands 


of miles per second. Highway or city. 


THE ANSWER IS 
NK 


INFORMATION SYSTEMS * TELECOMMUNICATIONS * SOFTWARE 
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VISION 





A design by Leonardo da Vinci of a crossbow machine gun that enables the archer, 
Suspended inside the large treadwheel, to keep the arrows flying at a rapid pace. 
The archer' s comrades furnish power to the wheel by foot, 
under the protection of a planked shield. 


et nner, 


“Leonardo da Vinci (1452 - 1519) was like a man who woke too early 
in the darkness, while others were all still asleep," wrote Sigmund Freud. 
Da Vinci, the greatest figure of the Italian Renaissance, 
created designs that haunted the wrights and masters of his time. 


Leonardo da Vinci was a man of vision. 


Consistently successful investment also requires vision, based on 
an indepth knowledge of and experience in the financial marketplace. 


Indosuez Asia Investment Services Ltd has shown that vision with the 
development of innovative investment products that anticipate and lead the market. 


Indosuez . Tomorrow's thinking today. 





Indosuez Asia Investment Services Ltd 
Suite 2606-2607, One Exchange Square. Hong Kong 
Tel: 5-214231 and 5-8107744 Telex: 61413 ISAISHX Fax: 5-8681447 


INDOSUEZ ASIA 
INVESTMENT SERVICES LIMITED 


^ WHOLLY-OWNED SUBSIDIARY of 
BANQUE INDOSUEZ 
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the sport free of labour troubles for at least 
six years. The NBA gets stability; the players 
get a degree of freedom over where they 
work. Others in professional sports, notably 
the owners and players of the National Foot- 
ball League, can only look on with envy. 

Justa few years ago the basketball league 
was struggling. But the 1987-88 season was a 
good one. More people attended NBA games 
than ever before—some 12.7m, a 4.996 in- 
crease over the previous season. That meant 
an average of more than 13,400 spectators at 
every game played between October and 
April. Fifteen of the 23 teams had increased 
attendance (three others had no change) 
and three teams (in Boston, Portland and 
Sacramento) had a full house for every 
home game. Not bad for 41 home games 
with an average ticket price of $13.50. 

Popular players, ticket promotions, 
teams moving to more hospitable cities and 
fewer televised games have given the NBA a 
3196 increase in attendance in five years. 
The league is celebrating by expanding: the 

liami Heat and the Charlotte Hornets will 
play in the 1988-89 season, the Minnesota 
Timberwolves and the Orlando Magic will 
make their debuts in 1989-90, 

It is the agreement with the players’ 
union, announced on April 26th, that may 
be the best news for players and owners 
alike. Ending the bickering (and litigating) 
that has been going on for more than a year 
since the last contract expired, it deals with 
the basic division found in most profes- 
sional team sports: the players’ desire to sell 
their skills in a free market (playing for the 
highest bidder), and the owners’ desire to 
control the movement of players (keeping 
salary costs down). 

One change concerns the NBA's annual 
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draft of college players, in which teams pick 
the best players and thus gain sole right to 
give them a contract. Under the agreement, 
teams will be able to pick only two, rather 
than seven players in the draft. This means 
that only the most exceptional, and so the 
highest paid, players will be picked. The rest 
will be able to choose where they play, pre- 
suming they are wanted. Once they have a 
player under contract, teams will be able to 
retain his services after the contract expires 
by matching other bids. This they can do 
now. However, this "right of first refusal", 
which the players believe inhibits their abil- 
ity to play where they wish, will now apply 
only to the first contract. After a second 
contract expires, the player is on his own. 
Partial freedom. 

The owners, too, got a lot of what they 
wanted. The current salary cap imposed on 
all teams—opposed by the players during 
the current negotiations—is kept. It allows 
teams to pay individual players as much as 
they want to, but sets a maximum that any 
team may spend on salaries in total. The 
players have no reason to be too sorry for 
themselves. One estimate is that by 1993 the 
average salary for an NBA player could have 
doubled to $1m a year. 

By contrast, the National. Football 
League is still feeling the effects of the bitter 
four-week strike called by its players last au- 
tumn over much the same issue. The foot- 
ball players are the least free to move among 
teams of professional players in major-league 
American sports. Few players ever move 
from one team to another unless they are 
traded or have been discarded by their pre- 
vious team. The league rules require teams 
to pay high compensation if they hire a 
player whose contract has expired with an- 
other team but who is still wanted by that 
team. If the origihal team matches the salary 
offer of the new team, the player stays where 
he is. This makes most good football players 
highly paid slaves. 

The NFL owners were ruthless when the 
players struck, almost immediately fielding 
"replacement" teams and continuing with 
the season as if nothing had happened. The 
players returned after a month, without a 
new agreement and with nothing to show 
for their strike. Nothing until now. On 
April 28th the National Labour Relations 
Board ruled that a legal impasse existed be- 
tween the NFL and the players' union. This 
allows the union to move on to the next step 
and seek a court injunction to prohibit the 
NFL teams from retaining the rights of play- 
ers whose contracts have expired. To the 
chagrin of the apparently victorious owners, 
this may mean that some 500 players be- 
come free to pick their teams by the start of 
next season. Others would follow. Thus the 
courts may do what the strikers could not. 
Better if the two sides had followed the route 
just taken by the basketballers. 





Babies 


Whose property? 


MERICA'S courts are being asked to 
rule in ever more, and ever more un- 
usual, disputes over adoptions, visiting 


rights, surrogate births and abortions. Boy- | 


friends fight girlfriends. Fathers fight moth- 
ers. Potential fathers fight potential moth- 
ers. Adoptive mothers fight natural and 
surrogate mothers. Judges agonise. Society 
wonders. 

Last month, for instance, a judge in a 
Superior Court in New Jersey decided that 
Mrs Mary Beth Whitehead Gould did, after 
all, have rights to see the daughter she bore, 





for a fee of $10,000, for a woman who felt 
that her health would not stand a preg- 
nancy. As soon as the child, who became 
known as Baby M, was born two years ago, 


Mrs Whitehead Gould wanted to keep her. ~ 
One judge ruled last year that she must stick — 


to her bargain, and stripped her of her pa- 
rental rights. Now, however, she is to be al- 
lowed broad, and increasing, rights to see 
her daughter at home: for six hours one day 
a week at first, three days a fortnight after 
September, longer visits next year. Both the 
natural mother and the adoptive couple are 
barred from cashing in on the case through 
public discussion or television deals. 

With luck, Baby M will now be out of 
the courts and the public eye. The nine- 
month-old daughter of a Navajo girl from 
Arizona may not be so lucky. A white cou- 
ple from San Jose in California want to 
adopt her. They have looked after her, at 
her mother's request, since her birth; in- 
deed, they sheltered her mother before the 
birth. But the Navajo tribe fears losing one 
more of its children to white families. And 
the Indian Child Welfare Act of 1978 em- 
powers tribal courts to make custody deci- 
sions about such children. Before the law 
was passed, Indians had to stand by while 
many of their children were placed in white 
orphanages or with white families. There 
they had access to schools and hospitals, but 
not to their Indian heritage. Under a tempo- 
rary agreement, the white couple can keep 
the child but not adopt it. 

Fathers are also demanding their rights. 
Last month the Supreme Court agreed to 
hear the plea of Mr Edward McNamara, an 
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unmarried father who wants to be allowed 
to see his daughter. He did not even know 
that he had become a father until two weeks 
after his daughter was born; soon after that 
she was sent to foster-parents by her 
mother. She is now six. A Californian court 
has ruled thar with the passage of so much 
time the man has lost his parental rights and 
that even visits from her father might dam- 
age her relations with her foster parents, 
who are considering adoption. Yet Mr Mc- 
Namara has been in and out of court since 
late 1981. As the judge observed sombrely, 
" Any resolution of this case would in some 
sense be unfair." 

Abortions without the consent of the 
father are also before the courts. A husband 
in New York is suing for compensation and 
divorce from his wife because, he says, she 
had an abortion without his knowledge or 
consent. This used to be against the law in 
some states, but in 1976 the Supreme Court 
overturned a law in Missouri that required a 
wife to get her husband's permission to have 
an abortion. 

Boyfriends are also claiming rights. One 
went to court in Indiana last month to stop a 
woman having an abortion, even though 
she said he was not the father of the child 
she was expecting. Nonetheless, he won a 
court order forbidding the abortion. She 
went ahead and had it anyway. The courts 
will now be asked whether the original order 
was legal. The National Right to Life Com- 
mittee, an anti-abortion group, represents 
the boyfriend; the American Civil Liberties 
Union represents the woman. More such 
cases can be expected. 








Congress 


Ethics are 
infectious 


NCE upon a time everyone knew the 

difference between right and wrong. 
Then there was Watergate. Next the word 
ethics passed into the currency of political 
discourse. It applied to members of the exec- 
utive, past and present, but not in the same 
way, apparently, to members of Congress. 
Now that may change. The Senate has voted 
(with only ten senators present) to apply to 
former members of Congress the rules on 
lobbying that other government officials 
have, since 1978, been meant to observe. 

If the House of Representatives agrees, 
the lobbying of their former colleagues, 
friends and members of the executive 
branch during the first year after leaving of- 
fice will be forbidden to ex-members of 
Congress. And staff members earning more 
than $66,400 a year will be forbidden for a 
year to lobby anyone employed in the cham- 
ber that they have served. Former govern- 
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Virtue encroaches on the Capitol 


ment employees will no longer be allowed to 
work for international organisations, in- 
cluding the United Nations, for 18 months 
after they have left their jobs (thank Senator 
Jesse Helms for that). And even lobbying on 
behalf of foreign governments and firms will 
be forbidden for 18 months. Had this provi- 
sion been in effect before, the former chair- 
man of the House Budget Committee, Mr 
Jim Jones, would have been unable to work 
for Toshiba, a Japanese company that was 
the object of many congressmen's anger in 
the recently passed trade bill. 

Laws are one thing. Policing them is an- 
other. On this Congress does not have a 
good record, despite ethics committees that 
are supposed to watch over members. Last 
year the House committee reprimanded 
Representative Austin Murphy for various 
infringements: allowing another member to 
cast a vote for him, using government re- 
sources in the interests of his law firm and 
keeping a non-working staff member on the 
government payroll. But this was the first 
time it had stirred itself to issue even a repri- 
mand, its lightest penalty, since 1984. 

In any event, ethics charges seem to 
count for little against a sitting member, es- 
pecially in the House. Mr Murphy has just 
won his primary election and will be re- 
turned unopposed in the autumn. Mr Mario 
Biaggi may not be so fortunate. He is cur- 
rently appealing against a prison sentence 
for accepting bribes. Daringly, the ethics 
committee has recommended that he be ex- 
pelled from the House. 
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$2 billion poorer 


RESIDENT REAGAN is fond of 
suggesting that social ills can be 
solved as easily by the charitable in- 
stincts of Americans as by govern- 
ment largesse. He can now point to 
Mr David Packard, co-founder of 
Hewlett-Packard, Silicon — Valley's 
first and most famous garage-born 
company, as a fine example. 

Mr Packard has decided to give $2 
billion to charity. The money, which 
is probably more than two-thirds of 
Mr Packard's fortune, comes in the 
form of Hewlett-Packard shares, 
which have appreciated nicely since 
1939 when he and Mr William 
Hewlett put $538 into their venture. 
Over the next few years Mr Packard's 
shares will be transferred to the Da- 
vid and Lucile Packard Foundation, 
named after its benefactor and his 
late wife. The gift is thought by the 
Foundation Centre in New York to 
be the largest ever made to a private 
foundation. 

Last year Forbes magazine put Mr 
Packard fourth on its list of the 400 
tichest people in America. Now he 
will rank lower. But by giving so much 
money away, he may avoid losing 
much of it to the taxman. He also en- 
sures that it will be used to further 
projects dear to his and his family's 
hearts. In line with Mrs Packard's in- 
terests, for example, the foundation 
will spend much of its windfall on 
children's health. Some will also go 
for family planning in poor countries, 
and some for science and engineering 
research and teaching. At present the 
foundation has roughly $145m at its 
disposal and makes grants each year 
of about $10m. The shares will make 
it one of the half-dozen richest foun- 
dations in America. 






Garage-man turned philanthropist 
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The new Saab 9000 CD. 
Save money by purchasing 
one from International and 
Diplomat Sales. 


Consider the benefits of purchasing the new Saab 9000 
CD from International and Diplomat Sales. 

We offer the complete range of exciting Saab cars 
under special conditions to professionals on inter- 
national assignment. Each Saab we sell is backed by a 
comprehensive support package that simplifies car 
ownership in a foreign country. 

Post or telefax the completed coupon to us, and we 
will send you more information. 

Better still test drive the new 9000 CD, or one of our 
other models, at your nearest Saab dealership. Then 
speak to an International and Diplomat Sales 
specialist to discover all the advantages. 

Please send me more information about the Saab Inter 
national and Diplomat Sales programme and 


| the Saab 9000 CD 
the Saab 9000 series 
the Saab 900 Turbo 16 series 
the Saab 900 Turbo, 900i and 900 series 


Name: 





Address: 








Phone: 





Occupation: — 





Country of final use: gs 





Saab-Scania AB 
Saab Car Division 
International and Diplomat Sales 
S-611 81, Nyköping, Sweden 
Telefax: ( +46) 155 44228 
Telex: 64018 SAABCAR S 





Diplomat Sales 
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Enjoy a 
capital return 
with Benchmark 
in London. 


Benchmark Bank PLC inl ondon, have | speci ally 
designed Premier Account for non-UK n sidents, whether 
British « N patria s or nation als of anothe r country 

The Benchmark Premier account offers a 1 ondon bank 
account, paving high rates of interest without deduction ol 
tax, to Non UK residents We issu vou with Y [x rsonal « heque 
book so VoU can make use ol your funds when vervou wish 
The minimum transaction is £250 

The mor vou de posit, the more you carn The Minny 
balance is £2,500; balances over £10,000 earn Premier Plus 
interest, while balances over £20,000 earn the top rate of 


Super Plus interest. 


Interest is paid 6 monthly and our rates are quoted daily in 


the | ondon Financi il Times 
Post the coupon toda $0 we can 


send vou in applic ition form 


GROSS 
INTEREST RATES 
£20,000+ 8.50% 
£10,000+ — 8.2596 
A T ipa £ 2,500+ — 8.0096 


bs return 

Benchmark Bank PLC, 
Henrietta House, Henrietta 
Place, London WIM 9AG, UK 





Rates correct at time of 
going to press and 
mas Muctuate 

, 








To: Overseas Deposits Department, Benchmark Bank PLC, 
Henrietta House, Henrietta Place, London WIM 9AG, UK 
Telephone 01-631 3313 


Please send me a Premier Account applic ation form 
NAMI 


ADDRESS 


— BENCHMARK BANK PI 
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and 


Brussels 


Durrant Piesse 
are pleased to announce 
the merger 


Hong Kong | 
of their practices 


on 1st May 1988 Put oc Bling 


21 HOLBORN VIADUCT 
LONDON ECIA 2DY 


73.CHEAPSIDE 
LONDON EC2V 6ER 


TELEPHONE: 01-236 0066 
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The Israelis go knocking on 
Hafez Assad's back door 


FROM OUR ISRAEL CORRESPONDENT 


SRAEL’S push into south Lebanon on 
May 3rd was described quaintly by one 
Israeli general as a “door-knocking” opera- 
tion designed to hunt down Palestinian 
guerrillas. On the first day of the affair sev- 
eral hundred Israeli soldiers banged on a lot 
of doors in a few Muslim villages in the 
Arkoub area on the foothills of Mount Her- 
mon. They found little to complain of, but 
anded out leaflets warning villagers against 
uelping Palestinian gunmen infiltrate across 
the Israeli border. Spokesmen said the 
troops would be home within 24 hours. 
That appears to have been a tactical fib. 
A day later the Israelis were still in Lebanon, 
and deeper in. A battalion of paratroops, 
covered by an artillery barrage and helicop- 
ter gunships, fought its way into the village 
of Maidoun, well north of Israel's self-de- 
clared "security zone" and within three 
miles of positions held by the Syrian army. 
There about 40 gunmen from Hezbollah, 
the pro-Iranian fundamentalist group, were 
killed in a day of fighting; so were three Is- 
raelis. The Syrian-held town of Mashgara 
came under Israeli shellfire. By evening the 
Israelis had dynamited much of Maidoun 
and returned home. 
This operation, the biggest of its kind 
for over two years, was still far smaller than 
the "Litani" operation of 1978. That first 
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large Israeli incursion into Lebanon was set 
off when gunmen from the Palestine Libera- 
tion Organisation landed on an Israeli 
beach, hijacked a bus and killed 33 Israeli 
civilians on the Haifa-Tel Aviv highway. It 
brought the blue-helmeted soldiers of the 
UNIFIL peacekeeping force to the rolling 
country beyond the border and it has kept 
Lebanon's wild south in the news ever since. 

Unlike the Litani operation, or Mr Ariel 
Sharon's full-blown invasion of Lebanon in 
1982; the latest operation was mainly de- 
monstrative in purpose. Palestinian guerril- 
las have made eight infiltration attempts 
across Israel's borders since January. One, 
on April 26th, resulted in the death of two 
Israeli soldiers, including a lieutenant-colo- 
nel. Until this year Israelis had got used to 
the idea that the narrow "security zone" 
they set up in 1985 after the end of their 
Lebanon war, and the largely Christian 
"South Lebanon Army” that polices it, were 
enough to prevent guerrilla infiltration. The 
recent attacks prove that they are not. 

A glance at the map explains why. The 
north-western slopes of what the Israelis 
called Mount Hermon, and the Arabs know 
as Jebel ash-Sheikh, lie partly in Israel's “se- 
curity zone" and partly in the no-man’s-land 
that separates it from the Syrian-controlled 
Bekaa valley to the north. In the 1970s, 


when Mr Yasser Arafat's PLO forces were 
freer to operate in south Lebanon than they 
have been since the 1982 invasion, the 
Arkoub was known as “Fatahland” because 
of its importance as a forward base for Pal- 
estinian operations against Israel. 

Mr Arafat’s men are out of the game 
this time, confined to their camps in the Si- 
don and Tyre areas on the coast and pinned 
down in an uneasy truce with Amal, the 
mainstream Lebanese Shia movement led by 
Mr Nabih Berri. Amal wants Israel and its 
allies out of Lebanon but is much less keen 
about the consequences of mounting cross- 
border attacks on Israel; it therefore keeps 
the PLO on a short leash. The Shia villages 
controlled by Amal in the south—roughly 
in the area where UNIFIL is deployed—do 
not welcome Palestinian guerrillas. The PLO 
has recently been co-operating mainly with 
Amal's smaller rival, the Hezbollah. That is 
presumably why Maidoun, which Hezbollah 
had turned into a fortified base, was singled 
out for Israeli retribution. 

There in the east, things are different. 
The Palestinian groups encamped in the Be- 
kaa under the protection of Syrian anti-air- 
craft missiles have been using the rugged 
guerrilla country of the Arkoub as a hole to 
slip through Israel’s forward defences. The 
largely Sunni Muslim and Druze villages 
where the Israelis and their SLA allies carried 
out many of this week's searches contain 
Lebanese communists and other left-wing- 
ers passionately sympathetic to the Palestin- 
ians. The villagers have a tradition of smug- 
gling and an intricate knowledge of the 
safest paths to the border. 

The Palestinian uprising in the Israeli- 
occupied West Bank and Gaza Strip has en- 
couraged Palestinian guerrillas in the Bekaa 
to step up cross-border raids, the success of 
which the Israelis blame on Syria. But it is 
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_ former times had abated, but some prison- 
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mot clear how much practical Syrian help 
the Palestinians really receive. The fashion- 
_ able intelligence holds that President Hafez 
Assad, a master of manoeuvre and brink- 
manship, is currently enjoying a reconcilia- 
tion of sorts with his old enemy, Mr Arafat. 
_A gunfight in Beirut this week between Mr 
 Arafat's men and Colonel Sayed Abu 
- Musa's Syrian-backed Palestinians suggests 
that a full meeting of minds is still far away. 
Israel wants to discourage Syria from 
- giving Palestinian infiltrators more help, but 
-also respects Syria's strength. The Israelis 
| therefore went to unusual lengths to make it 
- clear that this operation was a limited one; 
they appear to have leaked their plans, in 
advance, to American television networks. 
One result was that any Kalashnikov-toting 
- Palestinians in the Arkoub had slipped away 


Cuba's new image 


ENURIOUS isolation is losing its ap- 
peal. In the decade after he took power 
- jn Cuba in 1959, Mr Fidel Castro set about 
exporting revolution to his Latin American 
neighbours. All except Mexico, whose aging 
revolutionaries had a soft spot for their wild 
young cousin, responded by severing rela- 
tions with him. Now Mr Castro is exporting 
- charm instead. 
This is excellent news for Cuba's politi- 
- cal prisoners. Last year the United States 
threatened to bring a resolution criticising 
- Cuba to February's meeting of the United 
Nations Committee for Human Rights. Mr 
Castro headed off that embarrassment by 
letting opposition human-rights groups 
hold meetings and press conferences; and 
then by inviting foreign human-rights activ- 
ists, the Red Cross and a British television 
crew to inspect his jails. The UN committee 
has now put off its vote on the American 
resolution until next year. 

It does not take much to improve on 
Cuba’s past performance. One American 
lawyer who visited the country in February 
reported that the beatings and executions of 


ers are still kept in appalling conditions and 

- fed just enough to stay alive. The number of 
prisoners is declining. Returning from Cuba 
on April 3rd, a team from Amnesty Interna- 
tional said that about 600 political prisoners 
remained, down from the 4,500 the govern- 
ment admitted to a decade ago. On April 
19th nine more were released. 

All this adds to the favourable impres- 
sion created in Latin America by Mr Cas- 
tro's slightly more tolerant attitude to the 
Roman Catholic church in his country. Not 
many Cubans are practising Catholics, but 
more than half of those buried in Havana’s 
main cemeteries last year received a Catho- 
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long before the arrival of the Israeli 


armoured columns. The Hezbollah men“ 


who stayed, and died, in Mashgara were ei- 
ther recklessly courageous, or made the fatal 
mistake of expecting their proximity to Syr- 
ian lines to save them. 

In the old days before the 1982 inva- 
sion, Israel and Syria used to talk about in- 
visible “red lines” in Lebanon beyond 
which neither side would go without pro- 
voking a military response from the other. 
The understanding held up well enough. Is- 
rael could not have expected Operation 
Door-Knock to round up many Palestinian 
guerrillas. But its soldiers brushed close 
enough to the Syrian positions in Lebanon 
to remind Mr Assad that there are still 
plenty of red lines on Lebanon's map. Some 
of them are painted in blood. 





Crusty old caudillo seeks rich friends 


lic funeral—suggesting that official discour- 
agement, not changing beliefs, is the main 
explanation for dwindling congregations. 
Mother Teresa, and a few foreign priests, 
have now been allowed to work in Cuba. 
Last year, for the first time since 1971, the 
Cuban church was allowed to import 30,000 
Bibles. 

El Salvador and Honduras still dislike 
Mr Castro, who provides 500 or so military 
advisers to the Sandinist government in 
Nicaragua and admits to backing the left- 
wing Salvadoran guerrillas. But in January 
the Cuban foreign minister toured Panama, 
Mexico, Uruguay, Argentina and Brazil, of- 
fering to withdraw the advisers from Nicara- 
gua. All the larger Latin democracies except 
Colombia have renewed diplomatic rela- 
tions with Cuba, and Colombia's informal 
ties are growing. 


Good show, try harder 


At the Latin American summit in Mexico 
last November, Brazil joined Mexico in sug- 
gesting that Cuba be readmitted to the 
Organisation of American States, from 
which it was ejected in 1962; the rest of the 
delegates agreed to give the idea serious 
thought. Before the Central American pres- 
idents met in January to see how things were 
going with their plan to bring peace to that 
part of the continent, Guatemala suggested 
that Cuba should be invited along. Chum- 
miness with Mr Castro has become a useful 
badge for Latins keen to assert their inde- 
pendence from the United States. 

But Cuba is growing friendlier with that 
country too. In November the United States 
and Cuba agreed to revive an immigration 
agreement which Mr Castro suspended 
when America began propaganda broad- 
casts to Cuba in 1985. Cuba has agreed to 





take back 2,700 Cuban criminals whom the 
Americans have been trying to deport since 
Mr Castro ejected them in 1980. In return, 
the Americans have promised to give visas 
to up to 20,000 Cubans each year, so help- 
ing Mr Castro to rid himself of dissidents. 
Cuba has also pleased the Americans by 
joining in this week’s peace talks about An- 
gola, where Cuba keeps a small army. 

The lure of friendship grows as Cuba’s 
economy sickens. The island owes Russia an 
estimated 8 billion roubles (about the same 
number of dollars at the least implausible 
exchange rate). Mr Castro has suggested 
that Russia should cancel the debt as a “mat- 
ter of principle”. That might have worked 
with the old men who used to run the Krem- 
lin. The cost-cutting Mr Mikhail Gorbach 
is less indulgent. He has already reduced tun 
aid Russia gives Cuba by buying its sugar at 
prices way above those of the market; and 
he hints that more cuts are to come. 

Castro's improving connections 
with the non-communist world are helping 
to overcome Cuba’s feelings of isolation but 
not, so far, to cure its economic maladies. 
Non-communist countries account for less 
than a tenth of Cuba's trade, and imports 
from them cannot grow until Cuba earns 
more hard currency. Latin Americans are in 
no position to sell their goods on credit. 

Some intellectuals in the Cuban Com- 
munist party»are known these days as 
perestroikistas; but they seek no far-reaching 
economic reform. In 1986 Cuba's party con- 
gress adopted "rectification" as its slogan 
for reviving the economy. It has meant the 
opposite of Russia's and China's current re- 
forms: more power for central planners, a 
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clampdown on the few existing pockets of 
private enterprise, and an exhortation to 
workers to accept “moral incentives” in- 
stead of material ones. Splendid isolation is 
easy to end. The penury lingers on. 





Chile 


Suddenly, doubt 


FROM OUR CHILE CORRESPONDENT 


HILEANS who like General Augusto 

Pinochet have long dismissed his oppo- 
nents as divided and disorganised. These 
days their own coherence is in question. On 
April 22nd the general assured a crowd of 
supporters that, in the presidential plebi- 
scite expected at the end of the year, Chil- 
eans would be asked whether they “wanted 
President Pinochet to continue or not”. 
This suggested that he, and nobody else, 
vould be the government's candidate. 

Since the choice of candidate is suppos- 
edly a matter for the military junta, which is 
expected to come to a formal decision in 
June or July, this was an indiscretion. Chile's 
naval, air force and police commanders, as 
well as senior members of the government, 
doubt the attractions of another eight years 
of Pinochet. Perturbed officials hastily in- 
sisted that the general had not declared him- 
self a candidate, but had simply “explained 
the constitution with great clarity”. The 
genéral’s remarks went unreported in the 
government newspaper, La Nacion. 

General Pinochet can no longer assume 
automatic loyalty, even from those close to 
him. An opposition campaign to register 
voters, led by the Christian Democrats, has 
done well: some 6m people are registered, 
and many of them are likely to vote no if the 
general is the candidate in the plebiscite. 
Chile’s generals are an obedient lot, but will 
think twice before obediently backing a 

»ser. General Pinochet's junta colleagues 
trom the navy and air force have lately been 
contradicting the general’s line that Chile 
would be in chaos if the government candi- 
date lost in the plebiscite. 

Recent public-opinion polls indicate 
that General Pinochet could muster only 
about 30% of the vote. The naval member 
of the junta, Admiral José Toribio Merino, 
has said he would prefer a civilian candidate; 
the air-force member, General Fernando 
Matthei, and the national police chief, Gen- 
eral Rodolfo Stange, think likewise. One 
possibility is Mr Ricardo Garcia, the present 
foreign minister. In his previous job, as inte- 
rior minister, Mr Garcia was known as a de- 
cent man who cared about human rights 
and kept close relations with the Catholic 
church, which has been a persistent critic of 
the general. 

General Pinochet is not an accommo- 
dating man; but one thing that might per- 
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suade him against running is the insistence 
of his junta colleagues that the successful 
candidate, if he is also the commander of 
one of the armed forces, must relinquish his 
military job on taking office. General Pino- 
chet remains on active service and uses his 
command of the army to buttress his au- 
thority. As the plebisicite approaches he 
might decide to give up the presidency 
rather than his five stars. That way, he could 
still try to rule Chile from the barracks. 

The junta’s nominee will be the only 
candidate in the plebiscite. Only if that can- 
didate is rejected will Chile move on to a 
competitive—and  confusing—presidential 
election. The opposition Christian Demo- 
crats, Chile’s biggest party, are split between 
leftists and centrists. Rifts have opened up 
inside Renovacion Nacional, the biggest 
pro-government party! in March General 
Pinochet's supporters inside Renovacion 
Nacional boycotted a party election. Noth- 
ing looks quite as sure in Chile's politics as it 
used to. 





Going to pot 


FROM A CORRESPONDENT IN JAMAICA 


HE chances of a victory for Mr Edward 

Seaga, Jamaica's prime minister since 
1980, in the election due later this year look 
like being reduced by his attack on the drug 
business. His government's anti-cannabis 
campaign, run in partnership with the 
Americans, has angered both the drug deal- 
ers and the thousands of small farmers who 
depend on the crop. 

Cannabis, known locally as ganja, is 
probably Jamaica's biggest export. The poor 
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grow it, smoke it and sell it to tourists or to. 





middlemen; some of the rich make millions _ 
by exporting it to America. But many clean- 


living middle-class Jamaicans deplore its ef 
fects on the country’s efficiency and morals. 

In the early 1980s Mr Seaga, encouraged 
by the Reagan administration, launched the 


“Buccaneer” campaign to rid the island of 


the profitable weed. Last year an American 


helicopter—piloted by a woman, whose | 


ruthlessness much impressed villagers— 


sprayed fields in the mountainous areas to 


which the crop has retreated. The campaign 
has cut production and caused anger among 
the ganja growers and other farmers who say 
that the spraying has killed livestock. Yet 
ganja farmers in the prime growing areas of 
the north say they will be planting more this 
year than last. They hope the approaching 
election will encourage the government to 
take a more lenient view of their industry. 
Publicly, the government remains ada- 
mant, and receives lavish American praise. 
Mr Elliot Abrams, the State Department's 


Latin America man, has said that the eradi- | 


cation programme is "terrific" and that Mr 


Seaga “has done everything he could to help 


us out”. On April 8th, however, the prime 
minister had to reject allegations, made by a 
convicted drug dealer to a sub-committee of 
the American Senate, that he himself was 
implicated in the drug trade. Mr Seaga de- 
nied suggestions that he owned property in 
the Cayman Islands or had drug money sent 





there from Jamaica. “I own no property or 


assets in Cayman," he said. "The commis- 


sioner of police has been subjected to the — 


same smear tactics as | have been, a delib- 
erate ploy to weaken the effectiveness of the 
police force." 


Ganja is not Jamaica's only blight. Dur- — 


ing the past five years the use of cocaine has — 


grown alarmingly, even though it is not pro- 
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= duced in the island. Ganja smugglers mak- 
__ ing use of secret landing strips have added 
cocaine to their aircraft's cargo, thereby 
= turning Jamaica into a cocaine trans-ship- 
. ment route between South America and the 
United States. Cocaine is now easily avail- 
able in the island, and its appearance in 
. schools is worrying Jamaican parents. 

The opposition People's National party, 
f led by Mr Michael Manley, has taken as firm 
a pe stance against drugs as Mr Seaga's 
bour party; but it stands to ben- 
m ion: Mr Seaga's troubles. Ganja grow- 
ers remember that times were easier for 
- them when Mr Manley was prime minister 
— in the 1970s. They know that he dislikes co- 
operating with the United States, and they 
— hope that, once back in power, he would 
t keep America’s helicopter off the island and 
its cora out of Jamaican affairs. 
— The drug problem, together with the 
_ poor shape of the economy and a reaction 
among blacks against being ruled by a light- 
skinned prime minister, could restore the 
- slightly browner Mr Manley to power later 
this year. But not everybody is swept along 
by his current wave of popularity. As one 
herman and part-time ganja grower re- 
BD iniarbed: "They bawl Seaga now, but they 
pons bawl Manley more when he get in. 
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Sudan 


Bandit country 


FROM A CORRESPONDENT IN DARFUR 


IGHWAY robbery is a way of life in 

western Sudan. Folklore tells of the 
lorry passenger who, seeking mercy, calls on 
his assailants to have faith in God. The rob- 
ber replies: “If I had faith in God I wouldn't 
be doing this. Empty your pockets.” 

Sudan’s Darfur provinces are immense, 
and the few people who live there are no- 
mads with a fighting tradition. Their tribal 
loyalties spread across the frontiers with 
neighbouring, and. warring, Chad. and 
Libya, both of whose regimes regard the 
provinces as useful ground and are arming 
local warlords. Kalashnikov automatic rifles 
sell for the equivalent of $40. Gangs with 
political connections get them free. 

Since the Chadian government of Mr 
Hisséne Habré beat up the Libyan army last 
year, the Libyans have placed men in North- 
ern Darfur ready to make raids into Chad. 
Colonel Qaddafi's so-called Islamic Legion 
consists of some 1,500 Mauritanian, Malian 
and Druze mercenaries, with its main base 
near the town of El Fasher. Libyan officials 
described as aid workers are recruiting 








s FROM OUR BRAZIL CORRESPONDENT 
[ 


Wits Brazil’s armed forces handed 
power back to the civilians three 
|| years ago, most people decided there was 
l no point in ferreting into old scandals. 
— || The ferrets quickly found a new rabbit- 
hole. A whiff of corruption soon began to 
rise from the civilian government of Presi- 
|| dent José Sarney. Rumours, suspicions 
and a few solid facts have by now im- 
planted in many Brazilians’ minds the pic- 
ture of an administration rife with influ- 
ence-peddling, nepotism and conflict of 
interest. : 
Now that Brazil is an open society, 
newspapers and politicians are free to 
make charges without much evidence. 
The country's politics has always involved 
using public money to promote private ca- 
reers. Under the distorting influence of 
inflation and attempts to cure it, public 
servants have seen the real value of their 
_ salaries dwindle. Policemen, customs offi- 
| cers, building inspectors and the like ap- 
| Preciatea little extra cash in return for do- 
ing their jobs. 
| The government does business its own 
| funny way. Last year contracts worth $2.5 
| 
| 
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billion for building a north-south railway 


were secretly awarded to 18 engineering - 


companies before the transport ministry 
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.| Smelling a Brazilian rabbit 


had opened the bids. Mr Sarney's plan- 
ning minister, Mr Anibal Teixeira, was 
forced out of office three months ago on 
another matter, and has since been in- 
dicted on charges of corruption. 

The senate has set up a special commis- 
sion of inquiry into corruption, which has 














among the local Arabic-speaking nomads. 

A rival group consists of nomads livin; 
athwart the Chad-Sudan border, follower 
of the Chadian dissident leader Acheikh 
Ibn Omar. His Conseil Démocratique 
Révolutionnaire is also backed by the Liby- 
ans, but may not be entirely under their con- 
trol. Its men collect weapons from the Al 
Khufrah oasis in southern Libya and carry 


heard friends and foes of the regime 
growling at each other for several weeks. 
For the government Mr Antonio Carlos 
Magalhães, the communications minister, 
says the commission’s intentions are 
strictly political. “Many of its members 
should be in the dock themselves,” he ob- 
served, with the tone of someone who 
knows a few secrets. President Sarney 
himself claimed that the commission's 
witch-hunt was intended to drive him “to 
resign or commit suicide". 

The president probably has nothing 
much to fear. The commission has put few 
proofs behind its cloud of innuendo. Mr 
Dilson Funaro, a former finance minister, 
complained that his name had appeared 
on a dubious decree which he had not 
signed. His successor, Mr Luiz Carlos 
Bresser Pereira, told the commission that 
"there are corrupt people close to the 
president", but faltered when asked to 
name them. The air minister, Brigadier 
Octavio Moreira Lima, said "there is a 
frightening escalation of corruption." But 
facts were few. ; | 

The opposition is dismayed that Mr | 
Sarney may now remain in office until 
March 1990. But it thinks the whole idea 
of democracy might be damaged if a trail 
of corruption leads to the president’s pal- 
ace. The commission’s labours will proba- 
bly be allowed to peter out, after enough 
mud has been splattered about. 
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hem across the desert through Kutum und 
-ebkabiya (where even the Sudanese army 
es not go) to their main base at Njekoti 
the border between Chad and Southern 
arfur. In March they tried to take control 
f the Jebel Marra mountain, straddling the 
‘oad to the frontier at Geneina. The local 
"ur people, to whom Jebel Marra is sacred, 
eld off the invaders. The Sudanese army 
tied to intervene, and lost 13 men. 

The Sudanese government can barely 
manage to control its capital, Khartoum, 
ind has practically no power in the Darfur 
yutback. The prime minister, Mr Sadiq el 
Mahdi, owes favours to Colonel Qaddafi for 
help when he was in exile, and finds it pru- 
lent to deny that there are any Libyans in 
Darfur at all. The Fur people are in ex- 
hange turning their backs on the Khar- 
um quine Mr Sadiq’s loyal sup- 
orters, the people of the Ansar religious 
ect and its secular arm, the Umma party, 
have their roots in western Sudan, where 
the original Mahdi, Mr Sadiq's great-grand- 
father, began his successful campaign to 
_ oust the British and Egyptians in the 1880s. 
Now.the party’s regional unity is fading. 

5 The Darfur Development Front, ónce a 
ocal dms is starting to | look more 





he hel Marra area; pene and arming 


is organisation grandly calls itself the 
'ederal Army of the Sudan. It is only one of 
_ the regional forces that may soon split the 
country into fragments. 





o FROM OUR SOUTH AFRICA CORRESPONDENT 


ANY an Afrikaner has marched right- 
wards out of South Africa's ruling 
National party and into the newspaper 
headlines. When Afrikaners stray leftwards 
it: is: much odder, and more dramatic. The 
most wanted man in South Africa at the mo- 
ment is Mr Hein Grosskopf, the Afrikaner 
on of a university professor and nephew of 
n appealcourt judge. The police suspect 
him of carrying out two bomb attacks in the 
name of the outlawed African National 
Congress. The most recent of them claimed 
"three lives in the town of Krugersdorp, near 
| Johannesburg. 
: As a schoolboy Mr Grosskopf was a bril- 
* liant debater and a Voortrekker (a sort of 
"boy scout), and he was elected junior mayor 
of Johannesburg in 1981. Now he has a price 
of R50,000 ($23,000) on his head. Ordinary 
Afrikaners simply cannot understand why 






























































cung people who would formerly have. 
counted among Mr Sadiq's followers. - 











All one now 


can one-party state. During April 
Mr Joshua Nkomo's zAPU party agreed to 
wind itself up, and finally merged into 
| the majority ZANU party under the coun- 
try's president, Mr Robert Mugabe. The 
people will have less electoral choice; but 
not necessarily less freedom. ` 
ZANU began existence in 1963, as a 
breakaway faction of young men fed up 
with Mr Nkomo’s heavy-handed leader- 
ship of the clandestine independence 
movement; most.were.from the majority 
Shona-speaking peoples of what was 
then Southern Rhodesia. Mr» Nkomo 
and his zAPU friends were from. the 
Ndebele tribe. So Zimbabwe came toin- 
dependence in 1980 tribally divided. 
Mr Nkomo. is. old and unwell, his 


the Ndebele (supported, say both Mr 
Mugabe and Mr Nkomo, from South Af- 





IMBABWE is now just another Afri- = Matabeleland. While Mr Nkomo was in 


© Nkomo, made a vice-president). Since 


Ndebele followers weary -of. struggling < 
against Mr Mugabe’s people. A few of © 


tica) carry on a campaign of terrorism in 


opposition, terrorists could persuade 
their fellow-tribesmen to help them fight 
the “Shona government". Now the dissi- 
dents are isolated, and Matabeleland’s | 
farmers, many of them white, should 
sleep easier. For the first time in six years, 
plentiful rain has fallen there. The peo- 
ple and their cattle can thrive. 
One-party states generally mean re- 
pression. and over-government.. Mr 
Mugabe wants to build some selfcriti- | 
cism into his by giving senior jobs to his | 
former ZAPU: critics » (including Mr 





much of Zimbabwe's industry and com- 
mercial farming is run by white people, | 
he has brought some of their leaders into | 
public office too. Now he has to put right 
an economy starved of export revenues, 
and walk the line between dislike of, and 
economic co-operation with, South Af- 
rica. If anybody can do it, it will be Zim- 


babwe's newly unchallenged leader. | 





one of thei tribe 


iehaus, a student, was sent to jail 

for 154 years in 1983 for trying to blow up 
gas storage depot. 
Not all Afrikaner dissidents take up vio- 
lence. Others depart into unorthodox oppo- 
sition, or glum silence..Mr Frederik van Zyl 






Slabbert, who used to lead the tepidly liberal: 


Progressive Federal party, despaired of con- 
ventional white politics, and last year led a 
band of fellow Afrikaners, including writers 
and. journalists, to Senegal, where they 
talked to the ANC at the invitation of Mrs 
Francois Mitterrand. Mr Beyers Naude and 
Mr Nico Smith have both deserted the 
Dutch Reformed church and the secret Afri- 
kaner Broederbond. Another disillusioned 
politician, Mr Wynand Malan, remains in 
parliament but tries to talk to blacks outside 
that restricted—and restricting—body. 
Other dissenters lurk within traditional 
Afrikaner institutions. Students at the Uni- 
versity of .Stellenbosch—alma mater of 
many Afrikaner leaders—have protested 
against the government’s policies. Mr Al- 
bert Nothnagel, a National party member of 
parliament, has dared to insist that che ANC 
is too important to be kept out of South A 


Every Boer has a rebellious streak 


Still, Mr Willem de. Klerk, who was 
squeezed out of his position as editor of the 
Sunday newspaper, Rapport, reckons that 
fewer than a quarter of the National party's 
members want Mr Botha to move faster to- 
wards racial reform. There is no chance of 
mass defections to the left, to match the de- 
sertions from the National party to the ul- 
tra-right Conservative party. It takes cour- 
age to be a liberal Afrikaner. Those who are 
may end up lonely, and out of sympathy 
with other South African white liberals, 
most of whom tend to be rich, and un- 
sympathetic, English-speakers. 
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EUROPE 


The turbulent other half 


The communist half of Europe is entering a time of troubles which will test 
the limits of freedom under Mikhai 


1 Gorbachev. His attempt to change 
Russia is already startin: i 


ICTURES of the Black Madonna of 
Czestochowa were back on the railings 
of the Lenin shipyard in Gdansk, the scene 
~£ the famous 17-day strike in August 1980 
uich gave birth to Solidarity. That strike’s 
hero, Mr Lech Walesa, was there again. So 
were Solidarity slogans. The issues are the 
same: the protests started with demands for 
higher wages to make up for higher prices 
imposed by the government, but demands 
for more political freedom soon followed. 
And the warnings from the government are 
the same: it will stand firm and will tolerate 
no disorders. Is Poland about to experience 
a re-run of 1980? 

The similarities are valid, but incom- 
plete. Both workers and government have 
learnt lessons since 1980, On May 5th the 
police moved in to clear strikers from the gi- 
ant Nowa Huta steelworks near Krakow. By 
arresting strike committees early, instead of 
waiting while the protests gathered unstop- 
pable strength, the authorities are clearly 
hoping to kill rhe trouble at its birth. 

It is true that, as in 1980, things have 
moved fast. Strikes quickly spread from a 
- w Bydgoszcz busmen to Nowa Huta, and 
...en to many places beyond. On May Day 
demonstrators clashed with the police in 
several cities. The Politburo went into emer- 
gency huddles. But Poland has changed in 
the past eight years, and so has the world 
outside it. This "crisis", if that is not too 
strong a word, is different. 

First, Poland's economy is in even more 
ofa mess than it was in 1980. Its foreign debt 
is higher and its living standards are lower. 
According. to official statistics, more than 
6096 of Poles live below the poverty line. 
Huge price rises, as usual in Poland, were the 
last straw. But this time a lot more Poles are 
aware of the hard economic reality. 

A second big difference is the role of 
Solidarity. The government justifies its ar- 
rest of prominent Solidarity people by 
claiming that they are the troublemakers. 
The truth is that these strikes took the old 
Solidarity leadership, including Mr Walesa 








mself, by surprise. Ever since April 25th, 


the day of the transport strike in Bydgoszcz, 
Mr Walesa and his peers have been trying to 
regain the initiative from younger, more 
radical activists. 

Mr Walesa provided the hint ofa rally- 
ing theme behind the strikes by pointedly 
demanding perestroika for Poland. This re- 
flects a third vital difference between now 
and 1980. Then there was Brezhnevite stag- 
nation in the Soviet world. Now, under Mr 
Gorbachev, reform is in fashion, even 
though the limits of permissible change are 
unclear. 

„If Russia can abandon its imperial posi- 
tion in Afghanistan, many Poles reason, can 
it not be persuaded to do the same in Po- 
land? False optimism, perhaps, but the mere 
presence of Mr Gorbachev in the Kremlin 
has changed the calculation. Poles have 
noted that it is now fashionable in Russia to 
say that "all ways to socialism" are legiti- 
mate. It is not even entirely clear whether 
the "Brezhnev doctrine", the excuse to in- 
yade Czechoslovakia in 1968, is still in force. 

Beyond all this is the memory of what 
happened to the high hopes of August 1980. 
Most Poles are stingingly aware that their 
government went back on its promises when 
it outlawed Solidarity after imposing martial 
law in 1981. They will not accept mere 


promises again. If they can get it, they will 


insist on a real share of power. 
Can General Jaruzelski's government 


‘possibly offer that? Its hand is weak. The 


Polish communist party lost most of its re- 
maining credibility when it was defeated in 
last October's referendum. It had tried to 
forestall an outcry over the price rises by ob- 
taining a public mandate for them. It failed, 
by its own stiff referendum rules. The gov- 
ernment then said it would soldier on with 
its feeble economic reform programme even 
without a mandate. The strikes that have 
been taking place since April 25th are the 
Polish way of saying "no you don’t”. 

An across-the-board attempt to buy the 
strikers off with big wage rises (like che one 
given to the strikers at the Stalowa Wola 
works last week) would make inflation still 
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Same faces, same protest, same Gdansk _ 


worse. That would undermine the govern- _ 
ment's entire economic policy. Political con- | 
cessions are even harder to contemplate. — 
Democrats might suggest that the gove 
ment could form a coalition with some Soli- 
darity people and leaders of the Catholic. 
church, in the hope that this would carry — 
Poland through the years’ of austerity - 
needed to revive the economy. But it is not | 
clear that there would be enough takers fora — 
pact with the general. And such a pact 
would destroy the communist party's “lead- 
ing role": which requires either Mr 
Gorbachev's unlikely approval, or Polish de- — 
fiance of Mr Gorbachev, i 
Statements by Mr Walesa and other - 
leaders of (officially non-existent) Solidarity 
make it clear that they know what a ruin the - 
economy is; but none of them has come for- | 
ward with an offer to co-operate with the - 
government in rebuilding it. An extra diffi- - 
culty is that the left-wing element in Po- — 
land’s opposition—notably the old Work- 
ers’ Defence Committee—has weakened in 
the past eight years. The nationalist strand, 
personified by Mr Leszek Moczulski, has 
gained ground. Any accommodation with - 
pungent nationalism would be hard for a 
government that is firmly tied to Russia. — 
General Jaruzelski's only comfort is that — 
he has the backing of Mr Gorbachev. But - 
Mr Gorbachev too must be dismayed by — 
events in Poland. If he were to let General — 
Jaruzelski strike a "patriotic" bargain with _ 
non-communists in Poland, non-commu- 
nists elsewhere in Eastern Europe would ask 
for the same thing. If he opts for a dose o 
repression, that dose may have to be heavy. 
If it included intervention by the Soviet — 
47 
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- army, Mr Gorbachev would destroy the 


| 


) 


good name he has built up for himself in the 
West. He must be wishing that it was not a 
writer of fiction who once described Poland 
- as "a country that doesn't exist”. 
— | 





Soviet Union 


Indignant, Omsk 


IME was when a judiciously placed arti- 

cle in a Soviet newspaper—even a single 
well-chosen sentence in a Pravda edito- 
rial—was all that was needed to alert good 
Soviet citizens to a change of policy in the 
Kremlin, Imagine the confusion as Commu- 
nist party members now scour their daily pa- 
pers and find not one but two or three party 
lines to choose from. Public debate on this 
scale, let alone political letter-writing (see 
box), has never before muddled Soviet poli- 
tics. If the brawl in the letters columns is 


anything to go by, there could soon be black ; 


+ eyes in the Kremlin. 


E 


There is another novelty. For the first 
time a letter-writer has raised the possibility 


- of the party's boss being shown the door. A 


correspondent from Nizhnevartovsk, a 
town in western Siberia, told the newspaper 
Sovietskaya Kultura on April 30th that, un- 
less the party's rules are changed, anti-re- 
formers on the Central Committee. could 


doors. At stake is the fate of the reform pro- 
gramme Mr Gorbachev wants next month’s 
special party conference to approve. The 
conference is due to discuss everything from 
the next steps in perestroika (the “restruc- 
turing” of the Soviet economy) to legal re- 
form and more power for the soviets, or lo- 
cal councils. The issue causing the biggest 
bother is reform of the Communist party 
itself. 

Mr Gorbachev first raised the idea of 
changing the party's rules at a Central Com- 
mittee meeting last year, to a resounding si- 
lence from his comrades. The ideas he set 
out then—limiting the tenure of officials in 
party organisations, holding party elections 
by secret ballot, and making party commit- 
tees accountable to the rank and file—were 
raised again in a letter published by Pravda 
on May 2nd, this time from a middle-rank- 
ing official in the aviation ministry in Mos- 
cow, The letter attacked Stalin for turning 
party members into "soldiers" who had to 
obey orders. from the top. It also accused 
party members of "careerism, individualism, 


self-seeking . . . drunkenness . . . arrogance, 
incompetence and bribery.” 

And the remedy? First, a far-reaching 
purge of incompetents and a reduction in 
party numbers. “After all,” as the author 
points out, “300,000 Bolsheviks were 
enough in October 1917!” Today 19m party 
members shuffle papers, tell managers how 
to manage, and generally muck things up. 
This would be followed by direct elections 
by party members of all party bosses from 
the regions downwards. New laws would be 
introduced which make members who com- 
mit crimes even more guilty than their non- 
party fellows. That would reverse today’s 
practice, by which Communists who break 
the law often escape prosecution and get 
nothing more than a slap on the wrist from 
the local party organisation. 

Mr Gorbachev would love to get that 
list through next month’s conference. The 
fact that he has to resort to such novel forms 
of propaganda for his side of the argumen* 
shows he is by no means sure he can. 








Men of letters 


Dear Russia-watchers, 


Have you noticed how Kremlinology is rapidly turning into epistology, the study of 


letters? Just as the novel-in-letters was a popular literary genre in centuries past 
(remember Fielding, Laclos, and Russia’s own Dostoevsky), letter-writing is now 
the fashionable form of politics in the Soviet Union. Gone is the time when the 
line-up on the Kremlin wall told you everything knowable about the power strug- 
gles in the Politburo; now it plainly doesn’t (just look at how Mr Mikhail Gorba- 
chev and Mr Yegor Ligachev fraternised on Lenin’s mausoleum on May Day). 
These days you have to read the correspondence in the Soviet press. 

In one variation of politics-through-letters, a Soviet newspaper publishes a string 
of (genuine, it seems) readers’ letters, and you judge the prevailing balance of pow- 
er by how many of them are passionately anti-Stalin and how many are pro. More 
dramatic is the use of letters as a thin cover for the views of top politicians. A reac- 
tionary letter published in Sovietskaya Rossia from a certain Nina Andreyeva is 
really a manifesto for the Ligachev camp, and even gets reprinted in East Germany’s 
Neues Deutschland. Pravda publishes a counterblast in the form of a letter from 
one V. Selivanov, but everybody assumes Mr Selivanov is really speaking for Mr 
Gorbachev. 

Why can't Messrs Gorbachev and Ligachev simply speak for themselves, openly? 
It seems that glasnost hasn't yet gone that far: both find it safer to hide behind 
Andreyevas and Selivanovs. The Politburo is, officially, totally united, so a fully 
open row is scarcely possible. But the argument through letters at least allows a 
debate of sorts to take place. 

Letter-writing has long been a serious business in Russia—Dostoevsky himself 
was even sentenced to death (only to be reprieved at the last moment) for reading 
out a letter from Belinsky to Gogol. In a period dominated by television, it is wel- 
come to find one country where the art of letter-writing lives on. 

I hope you will publish this letter in The Economist. Your readers will under- 
stand that my views in no way represent those of your newspaper. 


_ yet unseat Mr Mikhail Gorbachev: "the sup- 

~ port of the party apparatus for our leader is 
by no means general or unanimous, or al- 
ways sincere.” 

Ü Worried-from-Nizhnevartovsk was no 

3 doubt selected for publication to alert Mr 

-. Gorbachev's supporters to the sharpness of 
the struggle now going on behind party 











Yours sincerely, 


Sudo Nim 
(Car mechanic) 








Not everyone likes the new fashion 
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Hungary 
The battle of 
Budapest 


FROM OUR CENTRAL EUROPE CORRESPONDENT 


Ano is in the making in Hungary. 
The aim is to remove Mr Janos Kadar 
from the leadership of the communist party, 
which he has held since 1956. Mr Karoly 
Grosz, the prime minister, hinted as much 
on the eve of his visit to Britain this week, by 


saying that the leadership question would be: 


on the agenda at the conference of the Hun- 
garian party, which begins on May 20th. 
The once-popular Mr Kadar is suffering 
from advancing age (he will be 76 this 
month) and advancing conservatism. Many 
party members think it is high time he gave 
way to somebody younger and keener on 
*'rther reforms. Old trees are valuable, said 
r Grosz, but they prevent younger ones 
growing up in their shadow. 
Mr Kadar, fuddy-duddy though he now 
is, will not be easily chopped down, but Mr 


Grosz and his fellow-axemen have picked as. 


good a moment as any for the attempt. Mr 
Mikhail Gorbachev's campaign to shake up 
the Soviet Communist party has not gone 
exactly unnoticed in Budapest. In Hungary 
the cry for brave new policies has been get- 
ting louder and louder. 

Calls for reform are coming from several 
directions, most notably from the commu- 
nist-sponsored mass organisation called the 
Patriotic People's Front (ppr). Its chairman, 
Mr Imre Pozsgay, argues for a new election 
system in which candidates would not be 
vetted by the communist party, and for a re- 
defining of the party's “leading role". In the 
current issue of Mozgo Vilag, a sociological 
monthly, Mr Bela Pokol, a political scientist, 
suggests the creation of a second chamber in 

rliament and the ending of censorship. 

t Istvan Kukorali, a constitutional lawyer 
attached to the PrF, is calling for free trade 
unions. Professor Kalman Szakacs, head of 
the "scientific socialism" department at Bu- 
dapest's Lorand Eotvos university, thinks it 
is time to abolish compulsory courses on 
Marxism-Leninism. 

The party does not seem to be listening. 
During April it expelled four prominent lib- 
erals, including Mr Mihaly Bihari, head of 
the politicalscience department at the 
Lorand Eotvos university. They had given 
offence by addressing the "Democratic Fo- 
rum", an informal group which is trying to 
mobilise support for reform. Teachers and 
students at the nearby Karl Marx university 
expressed their support for the expellees 
with astonishing forcefulness, even calling 
for the resignation of the Central Commit- 
tee and the government. 

The party's leaders will find it hard to 
ignore all the criticism, because much of it 
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Man of too many seasons 


comes from such prominent party figures as 
Mr Pozsgay and from the normally cautious 
Academy of Sciences. The critics are telling 
the party that, if it is to recover credibility, it 
must dump its current draft programme for 
the party’s future, which is to be presented 
to the conference on May 20th. This docu- 
ment must be the most dismal, conservative 
programme to come from Mr Kadar and his 
advisers for many years. Mr Grosz has de- 
scribed it as "dry" and too full of general- 
ities. Will he and- his friends manage to 
dump Mr Kadar along with his uninspiring 
document? Don't count on it. As the prov- 
erb goes, old trees have deep roots. 





Denmark 


Much ado 


FROM OUR NORDIC CORRESPONDENT 


HE Danish general election on May 

10th will be Western Europe's first to be 
fought mainly on the issue of defence since 
Mr Mikhail Gorbachev started to convince 
many Europeans that Russia was becoming 
a cuddlier neighbour. Opinion polls suggest 
that the result will fail to dispel the worries 
of people who doubt the depth of Den- 
mark's commitment to the western alliance. 

It is widely expected that the election 
will-once again give the Folketing a left-cen- 
tre majority. Without openly opposing 
membership of NATO, this majority will hold 
defence spending down to a pitifully low 
level and will further strain Denmark's rela- 
tions with its allies by seeking the formal cre- 
ation of a nuclear-free zone covering the 
whole Nordic region (which, for most practi- 
cal purposes, is already nuclear-free), Recent 
opinion polls suggest that, while a majority 
of Danes still support NATO membership, an 
equally large majority would, if it came to a 


choice, give the establishment of a nuclear- 
free zone priority over it. 

This parliamentary election comes only 
eight months after the previous one, and is 
Denmark's 12th in 24 years. It was called by 
Mr Poul Schlüter, the Conservative party's 
leader, who has led a minority non-socialist 
coalition government since 1982. He felt 
obliged to go to the polls after the Folke- 
ting’s adoption on April 14th of a resolution 
requiring his government to remind visiting 
warships’ captains that Denmark does not 
accept nuclear weapons on its territory. 

That resolution had been proposed by 
the Social Democrats, the largest opposition 
party, led by Mr Svend Auken. The wording 
fell short of the terms laid down by New Zea- 
land in a decision that has kept the Ameri- 
can and British navies away from its ports 
since 1985. But a paper that the Social Dem- 
ocrats presented to the Folketing defence 
committee came closer to the New Zealand 
formula. This paper said that “a condition 
of receiving clearance [to enter a Danish 
port] is that the visiting ship knows and re- 
spects the Danish attitude.” 

It was those words, as much as the April 
14th resolution, that led the British and 
American governments to conclude that 
Danish policy was about to become incom- 
patible with their policy of neither confirm- 
ing nor denying the presence of nuclear 
weapons on their ships. "Extremely serious 
consequences” for American defence co-op- 
eration with Denmark were foreseen by Mr 
George Shultz, the secretary of state. The 
British made it clear that their warships 
would no longer be able to enter Danish wa- 
ters: the implication being that, in the event 
of a threat of war, Denmark might not get 
British reinforcements, as now planned. 

Over the past five years Mr Schlüter has 
endured a series of pinprick defeats in the 
Folketing on NATO-related issues. In the face 
of this latest one, he decided that he must 
take a stand if Denmark was to remain a 





Guess what Auken will say after the vote 
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RISH gunmen, in ways not planned by 
the European Community, have. dis- 
»covered a Europe without frontiers. On 
May. Day, in Dutch. towns. close to the 
German border, members of the Irish Re- 
«publican Army killed three off-duty Brit- 
ish servicemen based in West Germany. 
The killings were the latest in ten years of 
operations by the IRA in.Holland, Belgium 
and along the West German border. The 
-scatcity of border controls makes the area 
a congenial neighbourhood for gunmen. 
So does the proximity of Amsterdam. 
The city's pockets of drugs. dealers, arms 
¿dealers and anarchists make it a good 
.. place to hide. Two IRA men who had es- 
caped from Northern Ireland’s Maze 
prison lay doggo in Ámsterdam for two 
» years before being extradited, to the un- 
happy cries of the Dutch left, in 1986. The 
TRA also buys arms in Amsterdam. There 
are occasional shopping expeditions for 
arms in Brussels, too, but the buyers are 
thought always to have come down from 
: Holland. 
¿> Brussels provides other lures besides 
arms. The strong British presence at the 
European Commission and NATO pro- 
¿vides targets for the IRA. Sometimes the 
“gunmen get it wrong: a Belgian banker 
was shot dead in Brussels in 1979 after be- 
ang mistaken or a British diplomat who 








Not much let or hindrance 


lived nearby. Sometimes they get it grue- ` 


somely right: a bomb at the Grande Place 
in the same year killed seven members of a 
British military band. 

The ma unit that killed the three Brit- 


ish servicemen at Roermond and Bergen’ ` 


on May. Ist was probably part of a group 
of Irish terrorists based: in Amsterdam. : 
This unit is on the look-out for British tar- . 
gets.all the time. Most people have as- 
sumed that the killings were a retaliation 
for the shooting by British servicemen of 
three IRA bomb-planters in Gibraltar. in 


March. That is not necessarily so, since it. - 


might imply more efficient control by the 
gunmen’s commanders in Northern Ire- 
land than is now possible. British moles 
near the top of the IRA make.communica- 
tions between them and units abroad 
risky. 

Anyway; the units already have their 
territory. marked out. They kill along the 
West German border asfar. east as the 
British base at Bielefeld, where an unex- 
ploded.bomb was found attached to a 
British serviceman’s car two days after the 
May Day killings: In 1980 a British army 
officer was shot dead there. The terrorists 
have in the past attacked British targets at 
Rheindahlen, Münster, Osnabrück and 
Mönchengladbach. The wealth of good - 
roads leading back through often un- 





- manned border pales makes guick-g get- : 





aways easy. : 
Escape will be easier still if all border 
controls within the EEC are dismantled. af- | 
ter 1992. Next month the British home ~ 
secretary, Mr Douglas Hurd, will go to a 
meeting of the Trevi group of ministers, 
who deal with terrorism, to. argue: that ; 
anti-terrorist border ‘controls: must stay.. 
People who mistrust the 1992 ideawould  ]. 
say that the Commi ‘actually needs. || 
more.of them. 


































“fall member" of the alliance. In effect, he 
asked the voters to end the muddle that al- 
lows the opposition to overrule the govern- 
ment on foreign-policy issues—on which 
the centrist Radicals usually side with the 
arties of the left, giving them a majority. 

;.. But although it looks as if that majority 
ill continue to exist in the Folketing, it is 
toO. soon to start numbering the. days of 
Denmark's NATO membership.: The Social 
Democratic leader, Mr Auken, says that, 
hether he becomes prime minister or re- 
mains in opposition, he and his party will 
ensure that the resolution of April 14th is 
iplemented in a way that will make it com- 
ible with the neither-confirm-nor-deny 
policy of Denmark’s allies. 

If Mr Auken is as good as his word, this 
election could prove to have been mich ado 
about nothing much. He is likely to have to 
keep his promise from a seat on the opposi- 
tion benches. The election will probably 
leave intact both the left-centre majority on 
foreign policy and the right-centre majority: 
(again including the Radicals) that supports. 
~ Mr Schlüter on domestic policy and has. 
kept him in office fot six years. Yet margins 
- are small in the nine-party Folketing, and 
nothing astonishes in Danish politics. * 
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France 


Three go free - 


FROM OUR PARIS CORRESPONDENT 


OUR days before the presidential elec- 

tion on May 8th which almost every- 
body was expecting him to lose, France's 
prime minister, Mr Jacques Chirac, played 
what he hoped was a trump. To jubilant sup- 
porters.at a Wednesday evening rally in 
Strasbourg he announced the release of the 
remaining three Frenchmen held captive in 
Lebanon. The same day 23 gendarmes held 
by separatist rebels in the French territory of 
New Caledonia were freed by French sol- 
diers at the cost of more than a dozen lives. 
But what was the price of getting the 
Frenchmen out of Lebanon? 

The French official who-has been in 
closest touch with Iranians. in Tehran and 
Shia Muslims in Lebanon is Mr Jean- 
Charles Marchiani, an adviser of France's 
interior minister; Mr Charles Pasqua. The 
two men, old friends and fellow-Corsicans; 
helped to arrange the release last summer of 
two French hostages and the ending: of Ira- 
nian and French embassy sieges in the two 








suspected by French intelligence officials of 
helping to organise terrot-bombings in 
France went free. 

Neither the prime minister nor M: 
Pasqua was ready to say on Wednesday what: 
price if any had been paid for the latest re 
lease of hostages. In return for their help in 
getting the hostages back, the Iranians hax 
over time made various demands. One is fe. . 
France to ship arms to Iran again, and to sell 
Iraq fewer. No arms for Iran and continued 
shipments to Iraq is France's official line. 
The Iranians want, second, to restore diplo- 
matic relations, broken off during the em- 
bassy sieges last summer. Third, they have 
asked for the repayment with interest of the 
final slice of a $1-billion Iranian loan to a 
state-owned French nuclear company. 

The other Iranian demand was for the 
release from French prison of three men, in- 
cluding Mr Anis Naccache. Mr Naccache 
was convicted of trying in 1980 to kill Mr 
Shahpur Bakhtiar, the -Shah's last prime 
minister, then in exile in Paris: Commuting 
their long sentences would mean a request 
for clemency by the prime minister (who- 
ever he is after Sunday) to the. president, 
who has the power of pardon under the con- 
stitution. Mr Mitterrand said last year that 
he would: not even consider c 












































all-France’s captives in Lebanon were free. 
Getting hostages free in Lebanon, many 
say, costs ready money. Rumours have been 
circulating for weeks in Paris that the release 
of the three Frenchmen was no exception. 
Although freeing the hostages is obviously 
popular in France, it will bring complaints 
about dealing with terrorists. (and cynical 
shrugs from many voters about the timing). 
But how many governments can with a clear 
conscience roundly criticise France? 
€ m i 





Turkey 


Street cries 


FROM OUR ANKARA CORRESPONDENT 


AST weekend, four and a half years after 
the generals relinquished power to. Mr 
Turgut Ozal's civilian administration, politi- 
eal violence returned to Turkey's.streets. 
fay Day saw ugly demonstrations in Istan- 








bul’s Taksim Square, the scene of a bloody 
riot in 1977 that Turkey’s generals still re- 
member vividly. Truncheon-swinging police 
charged first at the hundreds of workers 
who had defied the banning of their assem- 
bly, and then at the militant students who 
later converged on the scene. Smaller but 
comparable incidents were reported in 
other cities, and unrest: has also: erupted 
again on the campuses. 

Inevitably, comparisons have been 
made with the grim days that preceded the 
1980 military coup. At present the violence 
is nothing like as bad as that. Nevertheless, 
Président Kenan Evren said on April 30th 
that; if the bad old days did return, the army 
might have to intervene again. His speech 
earned him unrestrained criticism from the 
opposition parties, and particularly from Mr 
Suleyman Demirel, the prime minister the 
army deposed in 1980. In response, the pres- 
ident has reaffirmed his commitment to de- 
mocracy; but his warning lingers in the 
minds of many Turks. 


Mr Ozal is now entering probably 
most testing period of his career. Th 
have not gone well for him recently. Infl 
tion is still rampant (last year's rate w. 
around 70%). The opinion polls sugge 
that, for the first time, his Motherland par 
is now trailing behind both the Social Der 
ocrats and Mr Demirel’s True Path part 
Mr Ozal's ministers have been booed 
meetings in many parts of the country: 
crown it all, his bid to make things up w 
Greece has run into serious trouble. 
Wisely or unwisely, the Greeks ‘no 
seem determined to make Turkish conc 
sions over Cyprus a prerequisite of furth 
improvement in their relationship with T 
key. Last week they emphasised this b 
sisting on raising the question of Cyprus at 
an EEC meeeting in Luxembourg. An 
Greek feeling has surfaced again in Ankara, 
making it virtually impossible for the vulner- 
able Mr Ozal to offer the Greeks the conces 
sions (such as a withdrawal of some of T 
key's troops in Cyprus) that they 





| 
| 
| AN IMPROBABLE Balkans summit 
took place last week in, of all places, 
Cardiff, in south Wales. It-was between 
the presidents of the Bulgarian and Turk- 
| ish weightlifting federations. They indeed 
| had weighty business to discuss: a likely 
| Olympic:gold medal and:the troubled re- 
| lations between Bulgaria : and Turkey. 
| This bout of sporting diplomacy was 
| prompted by the appearance in the Euro- 
pean weightlifting championship of ~~ 
Mr Naim Suleymanoglu of Turkey, 
|. formerly Mr Naum Shalamanov of 
| Bulgaria. 
| Mr Suleymanoglu, who is widely = 
regarded as the best lifter ever, de- 
fected from Bulgaria to Turkey ino 
December 1986. He said that he- 
had decided to defect the previous 
year when the Bulgarian authorities 
forced him—along with thousands 
of other ethnic Turks——to Bulgarise 
his name from Suleimanov to 
Shalamanov. He vanished while 
representing Bulgaria in Australia, and re- 
emerged a few days later in Ankara, where 
he was welcomed as a hero and promptly 
given Turkish citizenship. NE 
His defection stunned Bulgarians, for 
| whom weightlifting is a national passion. 
| The Bulgarian government at first claimed 
| that he had been abducted by Turkish 





agents. It was then further embarrassed 
when . Mr | Suleymanoglu (alias 
Shalamanov, alias Suleimanov) spoke to 
the press about the brutal treatment of 
Muslims in Bulgaria. 

According: to the International 










Weightlifting Federation's regulations he 
became eligible.to lift for Turkey in De- 
cember. He reappeared in Cardiff last 
week and duly triumphed-with three gold 
medals and a mighty new world record. 
He dedicated his world record and his 
gold medals—the first ever won by Tur- 
key in the 66-year history of the European 
championship—to his family and fans in 
both Bulgaria and Turkey, and addressed 






Seoul-searching Mr Alias 
































an. impassioned plea to the Bulgarian au 
thorities to allow his family to join him i 
Turkey. : 
Now for the Balkan diplomacy. To the 
chagrin of the Turks, their new hero is not 
eligible to lift for Turkey in. the Seoul 
Olympics unless the Bulgarians agree. Ac- 
cording to the Olympic rules; an athlete 
cannot compete: for his adopted count 
in the Olympics for three years after the 
move, unless.the two“ national 
Olympic committees agree to waive 
-the ban. ` a i 
i -So Bulgarian politicians cand 
¿cide between revenge and. some- 
thing more subtle. They could take 
“the opportunity to mend relations 
with Turkey, which have been 
“strained eve „the name-chang- 
ing scandal. They could also extract _ 
a D. of money. The Turkish: press 
has been full of rumours that the 
Turks had agreed to pay $1m.to the 
Bulgarians for Mr Suleymanoglu's 
passport to the Seoul Olympics. 
One senior Turkish official says 
that Turkey is willing to make “any. 
sacrifice" for Mr Suleymanoglu to 
go to Seoul. 















































rto 
Bulgarian Weightlifting Federati 
asking permission to lift for Turk 
in the Olympics. The next stage 
this Balkan diplomacy will be mor 
talks between the respective federa 
n Sofia. How will the Bulg 
ans use their new-found muscle? 
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. EUROPE 
demanding. He would love a foreign-policy 
- success that would divert attention from his 
pe at home. Until last week he hoped 
the rapprochement with Greece was going 
to provide it. 
= Yet Mr Ozal’s habitual confidence has 
not deserted him. He reckons the new 
squabble with Greece will be solved when he 
visits Athens in June, and that on the do- 
mestic front inflation will be brought down 
to an acceptable level within a year. Above 
- all he is convinced that, whatever the opin- 
ion polls may say, none of the opposition 
parties has a credible programme with 
which to win the next election. 
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| Belgium 


Tongue-twisters 


.. FROM OUR BRUSSELS CORRESPONDENT 


a os prine five months after their general 
election, the Belgians almost have a 


government. Belgian coalitions are frail at 
- the best of times, and the one being put to- 
r gether by the two Christian Democratic par- 
ties (one for Dutch-speakers in Flanders, 
Eod one for French-speakers in Wallonia) 
_and the two Socialist parties (ditto), with a 
little help from the Flemish nationalists, is 
- given scant chance of surviving for long. 
= Even before the five parties signed a pre- 
liminary agreement on May 2nd, the agree- 
ment suffered the blow of being disowned 
by Mr José Happart. Mr Happart was at the 
centre of the (to outsiders) trivial dispute 
which brought down Mr Wilfried Martens 
and his centre-right coalition last October. 
The government fell because the Flemish- 
ing and French-speaking parties in it 
- could not agree whether Mr Happart, the 
_ French-speaking mayor of a rural commune 
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| 
t | Martens puts left foot forward 
y 52 


in Flanders, should be sacked for refusing to 
sit a test of his Dutch, the official language 
in Flanders. 

The French-speaking Socialists gave full 
support to Mr Happart, which led to their 
good showing in December’s election. Now 
they have ended up by endorsing the Flem- 
ish position on the recalcitrant mayor: he is 
out unless he sits his Dutch test. Mr 
Happart says he has been betrayed by the 
Socialists. He-is not the only person un- 
happy with the deal. It caused a deep split, 
only partly patched up since, within the 
French-speaking Socialist party. 

Why did the party change its mind? In 
exchange for annoying Mr Happart, 
French-speaking Socialists and Christian 
Democrats have obtained several conces- 
sions from the Flemings. One concession 
will provide more linguistic liberty for indi- 
viduals living in mixed-language areas, such 
as Mr Happart’s commune—except if the 
individual happens to be mayor. 

Another concession opens the way for 
mainly French-speaking Brussels to become 




















a fully-fledged region of its own, like Flan- 
ders and Wallonia. This had been blocked 
by Flemings, unwilling to see two out of the 
country’s three regions in the hands of 
French-speakers, who make up less than 
43% of the population. On the other hand 
the 150,000 or so French-speakers living in 
Flemish suburbs around the capital will now 
have to vote for Flemish candidates, and not 
French-speaking ones as previously, in local 
elections. 

The success of the coalition negotia- 
tions is largely due to the tenacity of Mr 
Jean-Luc Dehaene, a former social affairs 
minister who was named prime minister- 
designate by King Baudouin last February. 
But he is not going to lead the coalition. The 
new prime minister is none other than the 
outgoing prime minister, Mr Wilfried Mar- 
tens. After the December election he vowed 
he would not head a centre-left coalition 
with the Socialists. But many people have 
changed their minds on many things since 
then, so why shouldn't he? 





Too many princes spoil the froth 


FROM OUR BRUSSELS CORRESPONDENT 


R OTTO HABSBURG'S fore- 

bears ruled large chunks of Eu- 
rope, including, for a time, Spain. As a 
member of the European Parliament, the 
son of the last Austro-Hungarian em- 
peror still keeps a kindly eye on some of 
the old Habsburg lands—and on some 
even more obscure corners of Europe. 
The latest concern of Mr Habsburg, who 
is now a West German citizen, is the sta- 
tus of Spanish workers in Andorra. 

Some may question whether An- 
dorra, one of Europe's ancient micro- 
states, needs a Habsburg touch. It al- 
ready has (and has had for 700 years) two 
“co-princes”’. Oneis the bishop of Urgel 
in Spain; the other, today, is the presi- 
dent of France, heir to a job originally 
held by the counts of Foix. Although 
there is now an elected government of 
sorts in the Pyrenean valley, the co- 
princes—or, in practice, the Spanish and 
French governments—retain important 
blocking powers. 

Tiny Andorra (190 square miles, 
population around 40,000), which sur- 
vives by plying 8m visitors a year with 
duty-free goodies, is not part of the EEC, 
and it wants to negotiate a free-trade or 
customs-union agreement with the Com- 
munity. Until recently it had been pre- 
‘vented from doing so by the co-princes 
(or their governments), who did not 
want to complicate the difficult negotia- 
tions on Spain's entry into the Commu- 
nity. But it is now more than two years 





since Spain joined the EEC. 

The Govern (as Andorra’s ruling 
body is called in the local language, Cata- 
lan) thinks an agreement would make it 
attractive for foreign investors to use An- 
dorra as a manufacturing base for the 
EEC market. It has just written to the 
president of the European Commission, 
Mr Jacques Delors, asking for a meeting 
to prepare negotiations. But neither of 
the co-princes is keen to enhance Andor- 
ra's role as a source of cheap consumer 
goods. This is particularly true of Spain, 
whence two-thirds of Andorra’s bargain- 
hunters come. Mr Felipe Gonzalez's So- 
cialist government argues that Andorra 
ought to introduce adequate labour and 
social-security laws before it gets a trade 


"agreement with the EEC. More t 


20,000 Spaniards work in Andorra, 
mainly in tourism. 

Spain has received unexpected sup- 
port from Mr Habsburg, as leader of a 
group of members of the European Par- 
liament who have presented a draft reso- 
lution linking any trade deal with An- 
dorra to the introduction of trade-union 
rights there. Although Mr Habsburg 
himself is sometimes regarded as a bit of 
an anachronism, this could matter. The 
parliament recently used the extra pow- 
ers given it by last year’s revision of the 
Treaty of Rome to block a new trade 
agreement with Israel, because of its dis- 
pleasure over the Israelis’ actions in the 


West Bank and Gaza. Now for Andorra. 





A question 
of faith 






































Exclusive clubs in Manila have 
along history of service. Club Filipino since 1898; 
Casino Espanol, 1913. 


So has the newest. MacArthur Club. 





The MacArthur Club, reserved for * continental breakfast * laundry, dry-cleaning, and 
= the exclusive use of guests * the morning paper and shoe-shine 
- occupying the rooms and suites on the International Herald Tribune * all-day tea and coffee service in 
the Executive Floor of The Manila the Club Lounge 
Hotel, is more than just a club; it is * use of the Club Conference Room 
. a complete demonstration of the * the first evening cocktail at the 
care and service for which The Club Lounge 


The MacArthur Club. Manila's 
newest exclusive club with a 
tradition of fine service that goes 
back seventy-five years 


Manila Hotel has been renowned 

"for more than seventy-five years. 
Club members enjoy these 

amenities free: 

* a private elevator 

© quick check-in and check-out 
with the Club Receptionist 

* flowers, fruits and a welcome drink 


There are perhaps a dozen incredible 
places you must see in the Orient. 
One of them is a hotel. 





Philippines 


FOR RESERVATIONS: Manila Tel. 47-00-11. Cable MANILHOTEL Telex 40537 MHOTEL PM, 63496 MHOTEL PN, 22479 MHC PH. Fax: (632) 471124, UTELL, 
PHILIPPINE AIRLINES SALES: RESERVATIONS OFFICES WORLDWIDE. 











PNOC was instrumental in the expansion of 
the local coal market. The Company also 
initiated research in the harnessing of 
energy from the sun, agricultural wastes 
and even plants. 


Our efforts toward accelerated 
"growth require an increase in 
our energy requirements. 
Energy used to mean imported 
oil worth billions of dollars 
each year. 








pM As a result, dependence on imported oil 
. Now, expenditure on energy has been reduced from 9796 to 5096. 

^means some billions less - for we 

have learned to depend more 


; on our ingenuity. 





And we make sure the energy requirements 
of each of our 7,000 islands are met. 
Through PNOC's tanker fleet, network 
of bulk plants and some 800 
service stations. 









"Through PNOC's pioneering 
efforts, the Philippines has 
become the world's second 
largest producer of geothermal 
steam-generated electricity. 
(Even developed nations ask 
PNOC to tap their geothermal 
potentials.) 


By supplying the energy 
? needs of industry and saving 
87 ^ dollars at the same time, 
—PNOC trusts that it can help 

-accelerate the economic uptrend. 













PHILIPPINE NATIONAL OIL COMPANY 


7901 Makati Avenue, Makati, Metro Manila, Philippines 1200 Tel. No. 859061. or 858856 Telex Nos. 22289 PNO. 
RC M ITT, 14812 PN x N 


stern, 4527 





THE PHILIPPINES 





A question of faith 


T IS hard to take the Philippines seriously. Loyal 

soldiers play pop records to persuade rebel col- 
leagues to surrender. Communist insurgents sell 
safe-conduct passes to anticommunist politicians. 
The new customs chief, determined to root out cor- 
ruption, says his men may accept gratuities. Both 
rich and poor carry ridiculous nicknames, like Bong 
Bong (the son of former President Marcos), Ting 
Ting, Boy and Ballsy. Mrs Imelda Marcos had a pair 
of disco-shoes with rechargeable lights in the heels. 
The daughter of the present president is trying to be 
a pop star. One guidebook neatly sums up the colo- 
nial experience—first Spanish, then American—as 
“four hundred years in a convent, followed by fifty 
in Hollywood." 

But the Philippines is more than a long-running 
foreign sitcom whose characters conveniently 
speak American with a Latin twang. Just over two 
years ago, on February 25 1986, the massed dem- 
onstration of “people power" at EDSA—the capital’s 
arterial highway of Epifanio. De Los Santos Ave- 
nue—forced President Ferdinand Marcos to flee 
Malacafiang palace first by American helicopter to 
America’s Clark air base, north of the capital, and 
then by military airlift to a humbling exile in Ha- 
waii. A dictator whose supporters included Presi- 
dent Reagan had been overthrown, almost without 
bloodshed. Left behind were dialysis machines and 
nappies in the ailing president's bedroom; ornate 
Ouija tables with their baleful hint of the occult; 
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thousands of Mrs Marcos’s gowns, shoes and furs. 
So hurried was their escape that the family’s supper 
was left half-eaten on the table. The new regime of 
Mrs Corazon Aquino, “Cory” to friend and foe 
alike, threw open the gates of Malacafiang for all to 
see the excesses of Bong Bong's father. 

Those were heady days. Toppling the Shah of 
Iran may have come seven years earlier, but for East 
Asia this was a first. The Filipinos, so often derided 
by their neighbours as disorganised wastrels, were 
setting a democratic pace for others to follow. What 
is more, television viewers around the world could 
witness their courage. Without EDSA would there 
have been a change of regime in South Korea or a 
liberal lightening in Taiwan? Filipinos are entitled 
to exalt EDSA as a modern miracle (it is said that 
from the air the black-haired crowds at EDSA's inter- 
sections looked like giant black crucifixes). Worldly 
foreigners, let-alone sentimental Filipinos, are 
tempted to view Mrs Aquino as a kind of saint. 

Unfortunately, sustained miracles of politics 
and economics depend on more than just four days 
of street protest, however heroic. It is wrong to 
characterise the benefits of the EDSA revolution as 
imaginary. Mrs Aquino has brought real democracy 
back to the Philippines. The people have voted, en- 
thusiastically, for a new constitution, Congress and 
local government. Although the Communist party 
of the Philippines (cpr) is banned, its voice is heard 
through legal pseudonyms. And the cheerfully un- 





Filipinos have 


fallen from grace. 


Once they were 
among Asia’s 
richest; now they 
are among the 
poorest. They 
deserve better. 
But, argues John 
Andrews, they 
will achieve it 
only when they 
believe less in 
miracles and 
more in the 
mundane 








Y 


* 


ye ESS See 


= = am Rm 
- 


M T RP. teh -l 


. 4 SURVEY THE PHILIPPINES 





2 E 


Sources: Conr foc Research and Commuricalons; Wed Bark: EAS; MF 





The Philippines 
has its chosen 


few 
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inhibited press excoriates all and sundry with 
scarcely a nod at the law of libel or the need to check 
facts. 

Some people expected much more from their 
"people power". They wanted an end to a commu- 
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nist insurgency that has now lasted for 19 years; a 
change from the corruption of the Marcos era; in- 
stant prosperity in contrast to the belt-tightened 
poverty of the mid-1980s. They have been disap- 
pointed. The économy is undoubtedly improving, 
but three-fifths of the 56m Filipinos live beneath a 
poverty line that is officially set at around $120 a 
month for a family of six. Even optimists say that 
real income per head will not reach its 1981 peak 
until perhaps 1991. 

In terms that are real to people, as opposed to 
economists, this adds up to what a well-fed visitor 
might call misery. Manila, already gagging on its 
own waste and pollution, is a tawdry magnet for the 
rural poor. Families live in the open; young women 
learn to sell their bodies; scavenging through the 
garbage heaps is a full-time occupation. Even college 
graduates scramble to find jobs abroad as domestic 
servants. And yet few Filipinos look miserable. 
Most still have faith in Cory; prefer God to Marx; 
and accept their lot with an innate tolerance. True, 
there have been at least five coup attempts against 
Mrs Aquino's government, but they have failed. Be- 
fore predicting more, alarmists should remember 
the cultural preference for the status quo. 





Historical preference 


OST developing countries encourage à sense 

of their uniqueness. Nationalism, patriotism, 
chauvinism: all play their part in exorcising memo- 
ries of colonial inferiority. Some countries, like Sin- 
gapore, speak explicitly of "nation building"; oth- 
ers—for example, Arab countries—stress a golden 
age which may yet return. 

The Philippines is different. True, there is a 
sense of national identity. Newspaper columnists 
(dozens of them, each capable of churning out a 
couple of thousand entertaining words a day) de- 
plore the way foreigners, be they American multina- 
tionals or Australian sex-seekers, exploit brave but 
innocent Filipinos. Senators and congressmen rail 
against America's bases as an affront to Philippine 
independence. Taxi-drivers and shop assistants say 
Cory should now let Marcos return “because he is a 
Filipino". 

But the sense of nationhood is a tide moved by 
external forces. Television, radio and thé ubiqui- 
tous pop music are Americanised, or anyway 
westernised. Over 400,000 Filipinos work overseas; 
thousands more would like to join them. Bar girls 
dream of finding an "Americano" husband to 
transport them “stateside”. Even cabinet members 
cherish green cards that permit work and residence 
in the United States. Objectively, it is a national 
tragedy: each woman who goes as a maid to Hong- 
kong or as an “entertainer” to Japan, each man who 
goes as a crane driver to Saudi Arabia represents a 
family broken for two, three or more years. But 
those involved react subjectively—the lure of for- 
eign wealth and sophistication is a powerful anti- 
dote to heartbreak, and a stint abroad confirms the 
belief that foreign is better than Filipino. 

Does it matter? The answer must be yes. Re- 
source-poor Taiwan, South Korea and Singapore 


have all prospered through will-power and hard 
work. Just think what the Philippines, so blessed 
with natural resources, might have achieved with 
even a modicum of national discipline and cohe- 
sion. Instead, a country which 30 years ago was ar- 
guably Asia's richest after Japan is now almost as 
poor as Indonesia. 

Who is to blame? Filipinos, uniformly devout in 
Asia's only Christian country, will attribute respon- 
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sibility to God, the Americans and the Spanish. In 
all cases, they are right. Divine decree has sprinkled 
the Philippines over a typhoon-prone Pacific archi- 
pelago of around 7,100 islands. Anthropologists 
claim there are 111 different cultural and racial 
groups speaking some 70 different languages, from 
Muslim Malays in the southern islands of Sulu to 
Episcopalian lgorots in the Cordillera mountains of 
Luzon. Nobody would pretend it is a promising rec- 
ipe for a sense of national integrity. 

What makes it still less promising is the coun- 
try’s nuances of class and colour. “Filipinos” exist 
only as a definition of citizenship. Reality is a 
brown-skinned peasantry of Malay origins and an 
elite whose skins have the lighter hues of Spain and 
China. Filipinos are too friendly to be bigots, and 
the melting pot of history—Chinese traders and 
Spanish soldiers needed local wives or concu- 
bines—rules out fantasies of ethnic purity. But all 
Filipinos are aware of their place in the spectrum: 
peasant women whiten their faces before going to a 
dance; and in last year's campaign for the Senate the 


high-born candidates would publicly apologise for 


suntans caught on the hustings. 

The phenomenon is not unique to the Philip- 
pines. There are, for example, parallels in Brazil and 
Venezuela. Nor should the impact on individuals be 
exaggerated. It is probably easier being a brown, 
Malay-faced Filipino than being an American black. 
But the harm is in the implied social rigidity. The 
Philippines, despite almost a century of democratic 
institutions, remains a feudal society. The top one- 
fifth of the population receives half the country's 
income. Famous family names—Lopez, Laurel, 
Romulo, Soriano, Zobel, Cojuangco, Ayala, 
Aquino—crop up constantly in the arenas of 
power, both political and financial. Too often, the 
name, not the policy, is the key to success. One aca- 
demic claims the economy is effectively controlled 
bya mere 60 families. 


A matter of birth 


Blame both Spain and America. The former, in 
over three centuries of colonisation, created the 
Philippines’ elite; the latter, in an occupation lasting 
from 1898 until 1946 (with an unkind Japanese in- 
terruption from 1941 to 1945), preserved it. At the 
top came the mestizos: those whose blood was 
"mixed". ‘The best mestizos had mainly Spanish 
blood, with just a dash of indio—or native— genes. 
The next best were Chinese mestizos. Both groups 
prospered. They leased land from the Catholic fri- 
ars and sublet it to the indios. They gained still more 
land because the law limited an indio's debt to just 
25 pesos. The indio would evade the law by selling 
his land to the mestizo with the right to repurchase 
it later. It was an early form of loan-sharking; invari- 
ably the indio failed to find new money with which 
to repurchase his land. 

And so the fair-skinned mestizos became rich. 
The lines between Chinese and Spanish blood were 
blurred into a more-or-less single aristocracy as the 
Chinese hispanicised theit names (the syllables of 
the Aquino name and the president's own 
Cojuangco clan tell the tale). By the end of the nine- 
teenth century the top educated families were the 
ilustrados—the “enlightened” who would lead the 
fight forsindependence against a selfish Spain. In 


ECONOMIST MAY'7 1988. 




















the event, they were pre-empted by America, which . 
had gone to war with Spain over Cuba. America’s’: 
victory meant Spain’s surrender of not just Puerto ` 
Rico but also Guam and the Philippines. In thé pro- 
cess, the ilustrados were co-opted by an America 
which could not quite admit to building an empire. 
Instead, America, with a patronising concern for its 
“little brown brother", would help the Philippine 
elite turn the country into a "showcase of 
democracy". ; 

The concept has a soothing logic. Why not en- 
list the favoured few in the evolution of a system 
that will help the less fortunate? But there is a flaw ` 
beneath this veneer. Democracy is:-based on the will 
of the majority; by definition, the elite is a minority. 
And the Philippine elite, like any other, is hardly 
likely to surrender its privileges voluntarily. Indeed, 
hardly any criticism today attaches tọ the Laurel 
family for collaborating with the Japanese: they and 
others were preserving the continuity of Philippine 
leadership “in the interests of the people”. 

So when does this flaw become a serious social 
irritant? Feudal subservience, deep religious faith, a 
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Corruption and 
cronyism in the 
Marcos era 





Malay deference to authority and a Spanish ten- 
dency to procrastinate—all these are powerful 
salves. But the itches are also strong: an impover- 
ished, landless peasantry; an ostentatiously wealthy 
oligarchy. 

That combination, with China’s Maoists acting 
as an example, spurred the communist Hukbalahap 
guerrilla movement, which fought the Japanese dur- 
ing the second world war and the newly indepen- 





From riches to rags 


ATOU of Malacafiang is an instructive experi- 
ence. The paintings of Ferdinand Marcos 
show him as a young, virile Adam; the beautiful 
Imelda, like a Botticelli Venus, is shown rising from 
aconch shell. The photographs of the president are 
by Miss Gina Lollobrigida, an Italian cinematic sex- 
kitten turned talented camera-person. Mr Marcos is 
in his 60s, but, naked to the waist, he displays a mus- 
cled torso that would make a boxer proud. Would 
any other country’s president and first lady be so 
displayed? 

Somehow, in the Philippines, it seems quite 
normal. Being macho is part of the culture. 
Jeepneys, the long-wheelbase jeeps that act as trans- 
port for the masses, carry stallion figurines on their 
bonnets; their fenders insouciantly carry slogans 
such as “virgin breaker” and “dream lover”. Ferdi- 
nand and Imelda did not contradict cultural norms: 
they simply exaggerated them. Imelda, a former 
Miss Manila contestant who grew to be the “iron 
butterfly”, would spend millions of dollars on her 
shopping sprees. Her perfumes came in gallon jars; 
her ball dresses came by the dozen. But she called 
herself “an inspiration" to the poor. "They need”, 
she said, “a star to reach for. I am both a star and a 
slave. I must be a star, something beautiful and in- 
spiring for the poor to reach up to. And I must also 
be a slave, so that everybody in the gutter can be 
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dent Philippine government after it. The Huks were 
beaten in the early 1950s by a combination of mili- 
tary force and civilian incentives. Both were admin- 
istered by Ramon Magsaysay, a president unique in 
the Philippines for his humble origins and honesty. 
Unhappily, Magsaysay died in an air crash in 1957. 
Even more unhappily, his successors have squan- 
dered the opportunity he created for good 
government. 

-m 


lifted up, by my work and my example, to be a star, 
too." Millions believed such piffle; thousands still 
do today. 

The president—FM as the headlines now call 
him—did more than exaggerate. He invented. Gov- 
ernment publications during his presidency said he 
was the most decorated Filipino soldier in the sec- 
ond world war, with between 28 and 34 (the num- 
ber varied) medals. The president of the Philippines 
not only looked macho, he was. Yet the war record 
of this “guerrilla fighter against the Japanese" is al- 
most entirely a work of fiction. There are no wit- 
nesses or contemporary records to confirm Mr Mar- 
cos as a Pacific version of Audie Murphy. That the 
lies were widely accepted for so long says something 
vaguely depressing about the Filipino tendency to 
prefer appearance to substance. 

e irony is that Mr Marcos had no need to 
embellish his reputation. In a nation where lawyers 
enjoy ludicrous esteem, he graduated first (the “top- 
notcher”) from the Philippines Law School. Even 
before being licensed to practise, he made his mark. 
At the age of 22 he defended himself before the Su- 
preme Court against a murder charge (he had alleg- 
edly shot dead a political rival of his father). He 
won, with Justice (later President) Jose Laurel saying 
that "to send this young man to jail would be to 
deny the country a brilliant lawyer". 

The country was not denied. In 1949, at the age 
of 32, he entered the House of Representatives; by 
1959 he was in the Senate; by 1965 he was presi- 
dent. Mr Marcos, it seemed, would take the Philip- 
pines into a golden age after the corrupt, lack-lustre 
presidency of Diosdado Macapagal. The omens 
were promising. The Philippines possessed natural 
resources—timber, coconut, sugar, bananas, rub- 
ber, minerals—in enviable abundance; In the 1950s 
its manufacturing output had grown by 1296 a year 
in real terms, making it the most developed nation 
in South-East Asia. With the help of technocrat ad- 
visers, the dynamic young president would reduce 
corruption, increase tax revenues, get more rice 
grown and provide more roads, schools and 
hospitals. : 


Spoiling the dream 
Yet today corruption remains pervasive; the roads 
are crumbling; and the peasants are among Asia's 
poorest. Something went badly wrong with the high 
hopes and the noble plans. 

The fashionable culprit is, of course, Mr Mar- 
cos. And rightly so, since his bright beginning de- 
teriorated into political repression—martial law was 
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Scavengers 


declared in 1972—and spectacular corruption. But 
perhaps even a scrupulously honest politician, rare 
enough in the Philippines, would have failed. Argu- 
ably, Mr Marcos’s leadership merely hastened an 
economic momentum that was always heading in 
the wrong direction. 

The Philippines’ problem was one of strategy. 
In the 1950s its planners embraced the develop- 
ment concept of the day: industrialise by import 
substitution. The idea seems sensible enough, since 
it apparently saves’ foreign exchange, creates em- 
ployment and upgrades skills. And, for a time, it 
worked. The Philippines’ real GDP per head grew by 
3.6% a year in the 1950s; in contrast, Singapore’s 
grew each year by 1.3%, Malaysia’s by 1%, Indone- 
sia's by 1.9% and Thailand's by 2.8%. In short, the 
Philippines had a head start on rivals who would all 
soon adopt the same strategy. The Philippines, how- 
ever, made two mistakes. Like Indonesia, the coun- 
try failed to build export-oriented industries based 
on its import-substituting factories. And, unlike 
Taiwan, South Korea and Thailand, the Philippines 
failed to develop agricultural productivity. 

The result was a country living under an illusion 
of prosperity. By the end of the 1960s the Philip- 
pines was the slowest growing economy in non-com- 
munist South-East Asia. Imported food, consumer 
goods and raw materials for industrial processing 
were paid for by exports of agricultural commodities 
like timber, sugar and coconut. These exports in- 
creased in volume not because the landowners ex- 
tracted higher yields from their land, but because 
they increased the land under cultivation. Mean- 
while, industry, in the name of the national interest 
(and in the pursuit of individual self-interest), was 
protected from foreign competition. Mr Bernardo 
Villegas, probably the Philippines’ best-known 
economist, reckons that as late as 1979, when the 
mistakes had long been obvious, industry enjoyed 
tariff protection of 3676, compared with a regional 
average of under 1096. The product of this folly was 
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a country spending beyond its means and blind to 
its own blatant inefficiencies. 

All true, alas. Yet plenty of countries make simi- 
lar mistakes and somehow, like Indonesia, survive. 
Sovereign countries, after all, do not go bankrupt in 
the way that companies do; and the Philippines had 
the added political bargaining power of Clark air 
base and Subic Bay, America's most valuable mili- 
tary facilities in Asia. 

The ruin of the Philippines in the Marcos era 
has to have more specific causes. One is the oil-price 
shocks of the 1970s. The country's oil-import bill 
rose from $187m in 1972 to $651m in 1974 and 
$2.5 billion in 1980. But that strain alone could not 
have ripped the economic fabric apart, since the rest 
of the oil-importing world coped with the same cri- 
sis (and, in fact, the Philippines reacted remarkably 
well). Another obvious candidate is the pressure of 
population. When Mr Marcos became president 
there were around 38m Filipinos; by 1983 they 
numbered 50m, and the number living below the 
poverty line had doubled to 35m. 

Such problems would have taxed any Philip- 
pine leader. But Mr Marcos compounded them with 
a political style that became ever more corrupt. In 
1972 the fates were conspiring against the president 
(he had been re-elected in 1969). The economy was 
worsening; monsoons wiped out the rice crop; the 
communist insurgency was growing. The presi- 
dent's solution was one that appeals to many a 
beleagured leader: authoritarian rule to enforce dis- 
cipline and end such inconveniences as a political 
opposition and student protests. The excuse was an 
ambush on the car of the defence secretary, Mr Juan 
(“Johnny”) Ponce Enrile, on the night of September 
22 1972. Typically, it was a trick. Mr Enrile now 
admits that the incident was staged. But it served its 
purpose. The next day Mr Marcos announced mar- 
tial law and the birth of a "New Society”. 


The road to ruin 


Many wished the experiment well. The detention of 
opposition politicians such as Senator Benigno 
("Ninoy") Aquino and of journalists and trade 
unionists; the closing of newspapers and radio sta- 
tions; the presidential decrees curtailing civil liber- 
ties; the promulgation in 1973 of a new constitution 
to extend the president's rule—all might have been 
forgiven by people with full bellies. 

Perhaps in another country, another culture, 
this "constitutional authoritarianism" would have 
worked. A land-reform programme (the “corner- 
stone of the New Society") was announced to dis- 
tribute all rice and corn holdings above seven hect- 
ares to landless peasants in the form of family-sized 
farms (three hectares if the land was irrigated, five if 
it was not). Infrastructure projects primed the econ- 
omy to grow by 1096 in 1973, and by 5-696 in 1974- 
15 despite the tripling of oil bills. By 1977 the 
Masagana 99 programme, with cheap credits for 
fertiliser, gave the country self-sufficiency in rice. 
Belatedly, the Philippines developed "non-tradi- 
tional" exports, such as shoes, electrical compo- 
nents, garments and processed food. In 1970 these 
had constituted less than 1096 of rotal exports; by 
1975 the proportion was 2396 and by 1983 5896. 

But the experiment did not work. Its author 
corrupted it through nepotism and what is now 
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The beginning of a legend 


known as "crony capitalism". While the country 
mortgaged its future (foreign debt rose from $2.6 
billion in 1975 to $10.5 billion in 1980 and $26 bil- 
lion in 1984), the relatives and friends of the first 
couple became grotesquely rich. Benjamin 
(“Kokoy”) Romualdez and Alfredo (“Bejo”) 
Romualdez, both brothers of Mrs Marcos, became 
wide-ranging . business barons. Mr Eduardo 
("Danding") Cojuangco, the estranged cousin of 
Mrs Aquino, took charge of Unicom, a monopoly 
set up to administer coconut exports. Mr Roberto 
Benedicto controlled the National Sugar Trading 
Corporation and so determined the price and quan- 
tity of the country’s sugar exports. There were other 
cronies, all indebted to the president and the first 
lady—who received a “‘slice of the action” for their 
patronage. 

Through presidential decrees and hidden 
stockmarket manipulations the cronies and the rela- 
tives became a new oligarchy. Unlike their counter- 
parts in other developing countries, such as Indone- 
sia or Taiwan, they did not invest their good fortune 
at home; they put it to selfish use abroad. They 
were, in effect, robbing a whole nation. And if there 
were objections, they could always be solved by the 
Sea Philippine weapons of “guns, goons and 
gold”. 

Just how much was siphoned off, and into 
which foreign bank accounts and real estate, will 
probably never be properly known. The Presiden- 
tial Commission on Good Government, set up by 
Mrs Aquino to recover "all ill-gotten wealth" accu- 
mulated by the Marcos family and friends, talks in 
terms of over $10 billion. It would have been still 
more had someone—almost certainly acting under 
the orders of the military—not | assassinated 
Benigno Aquino on August 21 1983 as he stepped 
out of an airliner that had just brought him home 
from exile in America. 


Death not in vain 

The shot was doubtless meant to protect the regime. 
Aquino's reputation had grown first during his 
eight years’ imprisonment, then during his three 
years in America. Free to speak in a Philippines that 


again pretended to democracy (martial law had been 
lifted in 1981), he would have been a rallying point 
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for an opposition that had been cowed for too long. 
The paradox is that Aquino's death sealed the fate 
of Mr Marcos far more effectively than Aquino's 
speechmaking might have done. 

With hindsight, the reason is logical enough. 
The regime had already stretched the economy to 
tearing point through corruption and mismanage- 
ment. The current account in 1982 had been in def- 
icit by a record $3.2 billion and was only marginally 
improving; the exchange rate was collapsing; and in- 
flation was soaring. The hope was that the Ameri- 
can economy would boom in time to give the Philip- 
pines an echo. Instead, Aquino's killing abruptly 
made things even worse by provoking a massive 
flight of capital to safer havens. By October the gov- 
ernment had to declare a moratorium on the debt it 
owed to 483 foreign banks. Neither they nor the IMF 
were amused to find that the central bank had delib- 
erately overstated Philippine reserves by $600m in 
an attempt to improve the country’s credit rating. 

The predictable solution was the kind that ini- 
tially bears hardest on the poor: slash government 
spending and tighten credit to cut demand. The 
current-account deficit went from almost 8% of GDP 
in 1983 to under 496 in 1985 and just 0.296 in 1985. 
Real Gpr shrank by 6% in 1984 and another 4.4% 
in 1985. Imports fell by 1696 in 1984 and another 
2396 the following year. The austerity hardly 
touched the cronies, but 400,000 workers were laid 
off in 1984 and under-employment rose to an esti- 
mated 36.5% of the workforce. 

That sort of pain is enough to arouse even those 
most inured to the inequalities of feudalism—and 
the Filipinos this time had the added insult of 
Aquino's death to channel their ire. Their reaction 
showed first in the May 1984 elections to the Na- 
tional. Assembly, when the opposition, backed by 
Aquino's widow, Cory, gained 56 out of 183 seats 
despite massive vote-rigging. It showed again in the 
votes for Mrs Aquino when Mr Marcos hoped to 
catch the opposition off-guard with a snap election 
for the presidency in February 1986. It showed fi- 
nally in the “people power” determination at EDSA 
later that month to stop Marcos from "stealing" the 
election by blatant fraud. But having won back de- 
mocracy, what will the Philippines do with it? 
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Cory’s magic 


TUE question you all really want to ask is: 
‘Can she hack it? Isn't she weak" These are 
the questions that were asked by all those who have 
openly challenged my power, authority and resolve, 
and who have suffered for it. 1 speak of the shame- 
faced officers who have abandoned their 
followers . .. and the failed politicians who made 
the last places in the last elections and are now try- 
ing to find a backdoor to power . . . Well, they can 
forget it. Although I am a woman and physically 
small, I have blocked all doors to power except elec- 
tions in 1992.” 

President Corazon Cojuangco Aquino was 
speaking last October at the gracious Manila Hotel 
to businessmen who were concerned about a sense 
of drift in her government. No one, even her politi- 
cal foes, has ever challenged her personal goodness. 
The issue was her ability to implement policy. The 
joke of the moment was to take her name in Span- 
ish, point to the heart and say "corazon, si”; then 
touch the head and say “aqui, no”. 

The questions were not unreasonable then, and 
they cannot be dismissed now. By last October 
there had been five acknowledged coup attempts 
against the Aquino administration. More may come 
(some pessimists still maintain that a right-wing 
coup will pre-empt the elections due in 1992 for the 
next president, Congress and local government). 
Meanwhile, government policies such as land re- 
form, the privatisation of state assets and the recov- 
ery of “ill-gotten” wealth are all foundering in a ver- 
bose and litigious maze that is profoundly Filipino. 


Realistically, could it, can it, be otherwise? Edu- ` 


cated and impatient Filipinos, like those business- 
men gathered at the Manila Hotel, tend to make. a 
ritual bow to Cory's goodness before declaring that 
what the Philippines needs is not a saint but a Lee 
Kuan Yew or a General Franco. Western visitors of- 
ten agree. They are wrong. A culture like that of the 
Philippines would produce a corrupt dictator like 
Mr Marcos rather than an honest authoritarian like 
Mr Lee Kuan Yew. 

Instead, perhaps the Philippines should be 
grateful for the leader it has. Mrs Aquino is a prod- 
uct of the feudal aristocracy—her father a 
Cojuangco, her mother a Sumolong. Her family has 
a huge sugar estate, Hacienda Luisita, in Tarlac, 
north of Manila. She and her relatives are part of 
the oligarchy that has ruled, and misruled, the Phil- 
ippines for centuries, even during the time of the 
Spanish and Americans. It is virtually impossible for 
political reputations in that class to be immaculate. 
Even her dead husband, now considered a martyr, is 
linked by some to skulduggery and to convenient 
alliances with communist rebels. But Mrs Aquino is 
an exception, because of her sex. Mr Marcos said of 
Mrs Aquino, Women should confine their preach- 
ing to the bedroom." In a macho society Cory was 
"an ordinary housewife", who should not meddle in 
politics. By the same token, she should not in Fili- 
pino eyes be blamed for her nation's ills—which 
helps explain the popular tolerance for the manifest 
inefficiencies of her government. 

ECONOMIST MAY 7 1988 


1 te 
See ee oe vihi ainai 






"u E * y 


Ka WGA 


The problem is that over time the tolerance is 
likely to ebb. The president told the businessmen: 
“I am not sorry the honeymoon is over. The sooner 
we get over the fantasy of the honeymoon and face 
the hard work of marriage—the marriage of presi- 
dent and nation—the better." 

In which case, Mrs Aquino is asking to be 


' judged not by her goodness but by her deeds. It is a 


mixed record, not as bad as her critics allege but not 
as good as her hagiographers proclaim. Her obvious 
achievement is to have brought back real democ- 
racy. Consider what was done in just under two 
years: in March 1986 a “freedom constitution” was 
proclaimed so that Mrs Aquino could rule by decree 
and sweep away the corrupted constitution and po- 
litical institutions of the Marcos era; in February 
1987 a national plebiscite overwhelmingly approved 
a new, transparently democratic constitution; the 
following May a new Senate and House of Repre- 
sentatives were chosen in the first truly free elec- 
tions since before martial law; and in January this 
year towns throughout the country’ elected their 
own local governments. For all the use—and there 
was much less than in the past—of guns, goons and 
gold, the Philippines is now indubitably being run 
at all levels by those chosen from and by the people. 
The new constitution, of painful length and com- 
plexity, limits the presidency to a single term of six 
years; restricts the president's powers; and guaran- 
tees human rights. A second Marcos is legally 
impossible. 

It adds up to an immense feat: a comprehensive 
political system for a population bigger than Brit- 
ain's in a country of islands spreading 1,100 miles 
from north to south. It was achieved in concert with 
Mrs Aquino's less obvious accomplishment: the 
transformation of her government from a collection 
of disparate, often conflicting elements into a body 
that now makes a convincing show of cohesion. The 
second accomplishment may eventually prove to be 
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Good intention is 
one thing, action 
another 


more important than the first. 

The president was never "an ordinary house- 
wife”. How could she be, given her background? But 
she was a political ingenue, susceptible to the last 
adviser applying pressure. Two things have pro- 
tected her. One is an absolute faith in God. The 
other is simply her growing experience in her job. 
She has learned that she has power. Her first trips 
abroad as president were to Indonesia and Singa- 
pore, in August 1986. There, according to a confi- 
dant, "she saw people with real power, and she 
knew she was not like other people.” Indonesia's 
President Suharto and Singapore’s Mr Lee Kuan 
Yew, have shown her "the power game.” 


Leaning left, then right 
It is a game she needed to learn. "People power" 
swept Cory to power on a tide of emotion, not prac- 
ticality. Her first cabinet was an uncomfortable 
blend of human-rights lawyers, such as Joker Ar- 
royo, Rene Saguisag and Augusto Sanchez, and 
technocrats such as industrialists Jaime ("Jimmy") 
Ongpin and Jose Concepcion. The most 
discomfiting ingredient was the right-wing presence 
of Mr Juan Ponce Enrile. It was a cabinet based on 
Mrs Aquino's personal debts, not on consider- 
ations of competence or ideology. The human- 
rights lawyers hàd kept faith with her husband dur- 
ing his worst moments; Mr Ongpin and Mr 
Concepcion had defied Mr Marcos and embraced 
the Cory cause when they had no need to; Mr 
Enrile, the defence minister of Mr Marcos and so 
the administrator of martial law, had carried “peo- 
ple power" to victory by turning against Mr Marcos 
at the crucial moment. Such a blend was a recipe 
inviting disaster. 
The invitations have been delivered in a typi- 
cally theatrical Filipino fashion. For example, in July 
1986 when the former vice-president, Mr Arturo 
Tolentino, seized the Manila Hotel with a bunch of 
rebel soldiers in order to proclaim Mrs Aquino an 
impostor as president, the hotel worried about its 
room service. When the rebels surrendered, their 
punishment was an order to do extra press-üps. A 
government minister suggested that perhaps Mr 
Tolentino, an amiable and punctilious lawyer, 
should have mental treatment. Four months later, 
when Mrs Aquino was preparing for a trip to To- 





kyo, the plot against her was code-named “God 
Save The Queen": she would be allowed to reign as 
a figurehead, but Mr Enrile would rule a$a powerful 
prime minister. The idea was so much talked about 
that it never had a chance of coming true. 

Yet even hamfisted plotting has a pernicious, 
destabilising effect. The link between all the coup 
attempts was not just a perception of what Mr 
Enrile first termed the “sense of drift” but also a 
feeling in the armed forces that the “left-leaning” 
lawyers—Mr Joker Arroyo, the executive secretary, 
being the main culprit—were sabotaging the na- 
tional fight against the communist insurgency. 

Persuasive evidence could be found. Mr 
Ongpin, a dedicated secretary of finance, com- 
plained that the incompetence (or scheming) of Mr 
Arroyo was costing the state millions in delayed tax 
reform and aborted asset sales. The Reform the 
Armed Forces Movement—a group of young mili- 
tary officers linked to Mr Enrile and known cutely 
as the "Ramboys"— believed the offer of amnesty to 
the communist insurgents, coupled with a two- 
months ceasefire at the end of 1986 and peace nego- 
tiations, was politically and militarily stupid, insult- 
ing to soldiers risking their lives against the 
insurgents and, in effect, akin to treason. 

Hence the atmosphere of constant tension 
which culminated last August in a coup attempt by 
Colonel Gregorio (“Gringo”) Honasan and other 
Ramboys. Unlike previous attempts, this one 
turned bloody: more than 50 people were killed, 
mainly innocent civilians who had turned up to 
watch what some Filipinos call “showtime”. No 
wonder foreign investors look askance at the Philip- 
pines; no wonder Mrs Aquino's speechwriters took 
such pains to assure the local businessmen that the 
drift was ended. 

But two things should be borne in mind. One is 
that the coups failed (often comically). The other is 
that they did not take place against a static back- 
ground. Mrs Aquino may not admire Machiavelli, 
but she is not without political instincts. Of her 


original team, only a handful now remains. The 


present team makes real pretensions to cohesion 
and efficiency and is therefore reasonably accept- 
able to the two groups, the military and business, 
who had grown most exasperated with Mrs 
Aquino's indecisiveness. 






The question is whether Machiavelli would 
have advised her to move faster. The first big sweep 
through the cabinet came in November 1986: a cou- 
ple of ministers were fired for corruption and in- 
competence; Mr Enrile was fired because his criti- 
cism of the government was becoming too 
embarrassing; Mr Aquilino ("Nene") Pimentel and 
Mr Augusto ("Bobbit") Sanchez were removed be- 
cause too many thought they were too left-wing. 
The second sweep came with the congressional elec- 


tions: ministers had to resign if they wanted to be _ 


candidates for the Senate or the House of Represen- 
tatives, which meant the departure of progressives 
such as Mr Heherson ("Sonny") Alvarez and Mr 
Rene Saguisag as well as the old political warrior, Mr 
Neptali Gonzales. 

Unfortunately, the most important change was 
the one longest postponed: the removal last Sep- 
tember of Mr Arroyo. The delay shows Cory's po- 
litical skills at their most frail. Mr Arroyo's combat- 
ive style and administrative delay (papers would pile 
up unanswered on his desk for months) infuriated 
virtually every group he came in touch with: busi- 
ness, the army, the Senate, even his own colleagues. 
But to Mrs Aquino he was a man she could trust 
implicitly; he had remained loyal to her husband 
throughout the years of imprisonment and exile. 

By relying on Mr Arroyo for so long, Mrs 
Aquino merely worsened the situation for which he 
was largely responsible. She had talked of firing him 
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six months before she actually did: 
time enough for Gringo to plot; for 
foreign investors to stay away; and 
for dedicated Filipinos like Mr 
Ongpin to despair (he was sacked at 
the same time as Mr Arroyo, and 
three months later committed 
suicide). 

But if Mrs Aquino is a slow 
learner, at least she does learn. No 
longer does she believe that her sin- 
cerity alone will tempt the insur- 
gents down from the hills. Indeed, 
she has moved steadily to the 
right—far enough in her praise of 
the armed forces to deny Mr Enrile - 
political ground he once had to him- 
self. Her administration now repre- 
sents not so much human-rights ac- 
tivists as technocrats. The hope is 
that this will help place the Philip- 
pines on tó a virtuous cycle: political 
stability will lead to economic in- 
vestment, which in turn will con- 
firm the stability and produce 
enough wealth for the Philippines to catch up with 
its neighbours. The danger is that, as Mrs Aquino's 
idealism fades, the Philippines will get trapped in its 
old cycle: feudal inequalities will feed the insurgency 
and so make the escape to prosperity impossible. 





Violence breeds violence 


IEUTENANT-Colonel Franco Calida, like many 
Filipinos, has a casual ease with guns. He usu- 
ally has a handgun tucked in his belt; his body- 
guards are festooned with M16 assault rifles; he com- 
plains that bullet wounds in his back (suffered last 
year when he was disarming a dope-smoking recruit) 
affect his tennis. Behind his desk there is a poster of 
Sylvester Stallone as Rambo. It is an image that 
some spick-and-span types from Sandhurst and 
West Point might admire, but only in secret. 

But the colonel is no cowboy poseur. He is in 
ultimate charge of 3,000 men in Davao City, in the 
southern island of Mindanao. Between 1983 and 
1985 hit-men from the communist New People's 
Army (NPA) used to kill around 800 people a year in 
the Davao area. In Agdao, a slum quarter on the 
shoreline, the killings occasionally numbered 15 a 
day. "We used to call it Nicaragua," says Colonel 
Calida. Today, killings by the NPA "sparrow 
gangs" —so called for their habit of flitting in and 
out—are almost unknown in Davao. The colonel 
has driven them out. In the process he has gained 
the praise of Mrs Aquino, and the condemnation of 
many churchmen and human-rights groups. 

The colonel's strategy was to form a citizens’ 
self-defence group, a polite phrase for vigilantes, 
called Alsa Masa (Up with the masses). It has 
worked for two reasons. First, the NPA was becom- 
ing increasingly unpopular as it acted more and 
more like an ordinary protection gang. And, sec- 
ond, many of the vigilantes were defectors from the 
NPA, including sparrows. The colonel claims that his 
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offer of an amnesty in the middle of 1986 attracted 
22 sparrows after just-four days; an ultimatum in 
February last year brought in 3,000 active commu- 
nists and another 10,000 sympathisers. Since NPA 
defectors are immediate targets for assassination, 
the cruel fact of survival is that they can never go 
back to the NPA fold, which gives them all the more 
reason to be loyal to the colonel and to stop any NPA 
gunmen from infiltrating Davao. It is slightly un- 
nerving to find that the ex-sparrow “President of 
the Rebel Returnees’ Association” is a young-look- 
ing 22-year-old who carried out his first killing at the 
age of 18. 

This particular ex-sparrow and his friends may 
all be honourable citizens, but the potential for 
harm is obvious. What is to stop Alsa Masa and the 
other vigilante groups that now imitate it from be- 
coming government-supported extortioners? Colo- 
nel Calida’s answer is to bully the government into 
putting up seed capital to give the defectors income- 
generating projects, such as piggeries or poultry 
farms. Meanwhile, the military (which in the Philip- 
pines includes the police force) attends seminars on 
human rights and becomes “‘people-oriented”, tour- 
ing the smallest precincts, or barangays, to counter 
the communists’ propaganda. 

So much for the theory. Practice in the Philip- 
pines is bound to be far from perfect. The American 
State Department’s report on human rights notes 
that Alsa Masa is "overwhelmingly popular" in its 
areas. But human-rights groups still accuse it of go- 
ing beyond permissible behaviour—and abuses are 
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Without peace, 
how can there be 
prosperity—and 
without prosperity, 
how can there be 
peace? 
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certainly carried out by other groups that have 
taken the vigilante trail. The Tadtad ("Chop"), for 
example, is a fanatical cult which believes it is im- 
mune to bullets and which specialises in beheading 
its enemies, 

One problem is that, though Filipinos are not 


by nature violent (public shows of anger are almost 


unknown), they nonetheless accept violence as a 
customary means of arbitration—perhaps because 
the corrupt wheels of formal justice grind so slowly. 
As Amnesty International’s report on the Philip- 
pines comments: “Since the Aquino government 
came to power in February 1986, not a single mili- 
tary or police officer has been convicted of a human- 
rights offence committed during the Marcos admin- 
istration or afterwards. In the few cases where court 
proceedings have been initiated, witnesses have 
been harassed, arrested or even killed.” 

The other problem is that violence on one side 
is matched by violence on the other. The constant 
complaint of the Armed Forces of the Philippines 
(AFP) is that they are forced to fight “with one arm 
tied behind our backs”. The NPA and its members 
are not angels. Promotion often comes only by car- 
rying out a specified killing. But officers in the Phil- 
ippine army can now get promotion only if they are 
cleared of abuses by the constitutionally mandated 
Commission on Human Rights. While the NPA by 
definition fights outside the law, a soldier is sup- 
posed to respect a judicial code that requires a sus- 
pect to be formally charged within 6-18 hours after 
being taken into custody. Experience shows that 
even after reams of necessary paperwork, the sus- 
pect may well walk free either by astute bribery or by 
government amnesty. Not surprisingly, many mili- 
tary men, whether patrolling the mountains of Ne- 
gros or the slums of Manila, prefer to take no pris- 
oners. The new chief-of-staff of the armed-forces, 
General Renato de Villa, says frankly: “We have in- 
formed congressional leaders that there is a need to 
examine our security law. We have made them un- 
derstand that it’s a little difficult to face an insur- 
gency with ordinary laws.” 


Unwinnable wars 


The obvious question is why should different laws 
make any difference, since during the years of mar- 
tial law, when the military had a free hand, the in- 
surgency nonetheless went from strength to 





strength. Statistics in the Philippines are not the 
kind to swear by, but General de Villa estimates 
that the NPA now has about 23,000-25,000 full- and 
part-time fighters and some 15,000 firearms. An- 
other estimate gives the NPA a more believable 
20,000 men. That compares alarmingly with just 39 
firearms and 50 fighters in 1969. 

Is the failure to crush the NrA the fault then of 
the AFP, which has 156,000 men, more than double 
its size at the start of martial law? Only in the sense 
that the AFP is the product of the nation. It is both 
poorly paid—despite a 6096 pay rise pushed 
through late last year after Oringo's coup—and 
poorly equipped. Colonel Calida, for example, gets 
only about 6,000 pesos—roughly $300—a month, 
including his allowances. Many soldiers have no 
boots to wear. There are not enough back-pack ra- 
dios to pass on orders in the field or to mobilise 
helicopter support. At any one time more than half 
thé AFP's aircraft are out of action for want of spare 
parts. General de Villa says with damning accuracy: 
“This is the poor man's armed forces.” 

The consolation is that the NPA is even worse 
off. Since an unarmed fighter is not much use, the 
critical factor for the NPA is how many weapons it 
has. In a country which regularly smuggles out ship- 
loads of illegally cut timber, the NPA somehow man- 
ages not to smuggle in many weapons. True, almost 
every day there is a report of an NPA attack on a 
Philippine Constabulary outpost, or of sparrows 
killing government employees, but they are bal- 
anced by the increasingly frequent arrests of Com- 
munist party leaders. Indeed, there have been occa- 
sions when the NPA has killed its own, in panic at 
the success of the government agents infiltrated into 
its ranks. 

The NPA grabs headlines. But appeals in foreign 
capitals for finance; talk of arms purchases abroad; 
the assassination, unprecedented in Philippine his- 
tory, of a pro-vigilante government minister last Au- 
gust; the killing two months later of three Ameri- 
cans near the Clark air base—all add up to signs of a 
movement under pressure. As the Communist 
party of the Philippines privately admits, the NPA is 
not winning its war. 

Nor is it really losing. Last year there were al- 
most 3,000 violent incidents involving government 
forces and communist rebels: over 1,500 NPA guer- 
rillas died, but so did almost 1,000 civilians and just 
over 1,000 from the military. Indeed, if the Moro 
National Liberation Front, seeking independence 
for Muslims in the south, were to open a front in 
Mindanao with its 6,000 or so armed fighters and at 
the same time the NPA were to press its attack in 
Luzon and the Visayas, the armed forces would 
clearly be under strain. 

The key, however, is not so much the NPA's per- 
formance on the battlefield as its influence among 
the people, its mass base" in the jargon of insur- 
gency. The Philippines has 41,818 barangays and 
about 2096 of them are in some way affected by the 
NPA. The extrapolation is that around 8m people 
have an awareness of communism, and that some 
2m-3m form a "mass base" with real knowledge of 
communism and sympathy for the NPA. Any suc- 
cessful counter-insurgency programme has to di- 
minish that base. 

lt can be done. The Philippine Military Acad- 
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emy produces plenty of officers who have studied 
the successful campaigns against communist insur- 
gencies in Malaysia and Thailand. The former chief- 
of-staff of the armed forces and now defence minis- 
ter, General Fidel Ramos, is one. General de Villa is 
another. But can the lessons of Thailand be applied 
to the Philippines? It would mean setting different 
kinds of emergency laws for different parts of the 
country, depending on their exposure to the NPA. It 
would mean appointing a director of operations— 
perhaps General de Villa—with absolute power to 
move men and equipment anywhere. It would mean 


Questions of land 


ASEL VILLARIAS has the kind of routine that 
in rich countries brings emergency calls from 
social workers. She is a small, pretty girl of 14 and 
lives with five younger brothers and sisters in a bam- 
boo house on a sugar plantation in the island of Ne- 
gros. Her day begins at five o'clock in the morning. 
"I am the one to cook—rice and green leaves. Then 
I clean the house and tend the baby. My mother 
comes home at five, and then | cook in the evening. 
Sometimes I play games with the children, which 
makes me happy." At an age when western girls are 
experimenting with make-up, Lasel has just one pair 
of earrings; they cost three pesos in the market at 
Murcia. 
There are millions of Lasels in the Philippines. 





` establishing a long-term national plan. It would 


mean putting the AFP's brightest and best, the grad- 
uates of the military academy, into the field instead 
of into cushy staff jobs. 

None of those steps looks likely to happen. The 
experience of martial law under President Marcos 
makes both Mrs Aquino and the Congress suspi- 
cious of any kind of emergency legislation. Long- 
term planning and volunteering for hardship are 
not part of the national character. And why appoint 
a director of operations with powers that would en- 
able him to mount a successful coup? 

The best that is likely to happen is a separation 
of the police from the AFP, as decreed by the new 
constitution, and a willingness by more officers to 
move their troops out of the comfort of fixed camps 
and nearer to the uncomfortable surroundings of 
the NPA. The first measure would relieve the mili- 
tary of duties for which it is not fitted; the second 
might well improve morale by putting the NPA on 
the run. In Mindanao, for example, the colonel of 
one brigade has taken his men—and their wives, if 
they want—to a lonely hilltop overlooking spec- 
tacular wooded valleys that were once dominated by 
the NPA. It is no coincidence that the area is now 
almost free of NPA. 

One foreign military expert says the way for the 
NPA to recover and win is clear. First, it should se- 
cure an external supply of weapons, which would 
mean getting formal help from a communist coun- 
try (of which, so far, there is little sign). Then, and 
more vitally, it should assassinate the president. 
That would not only remove a symbol of goodness, 
it would also prompt a move to Marcos-style repres- 
sion and so the collapse of the country. Heaven for- 
bid. So how can the president win? The answer is 
impossibly easy: eliminate the attraction of commu- 
nism by eliminating feudalism and poverty. 


below the local production price of around 14 cents 
a pound. Some 70% of the sugarlands in the west- 
ern part of the island are under threat of foreclosure 
by long-suffering banks. Indeed, the only place 
where Philippine sugar sells at a profit is America, 
thanks to a price charitably guaranteed by the 
American government. The government hospital in 
Bacolod City, in the province of Negros Occidental, 
treats 45 children a day for malnutrition. In a fertile 
land babies starve because they are left with older 
siblings who have no idea of how to care for them. 
The poverty of the island isolates it. The per- 
sonable young governor, Mr Daniel (“Bitay”) 
Lacson, says: "The people of Negros Occidental did 
not join the People Power revolution in the streets 
of Manila. Not because they wouldn’t. They 
couldn't." Manila is an hour's flight away by a ticket 
no plantation worker can afford, or 18 hours away 
by inter-island ship (one of its kind, the Doria Paz, 
sank recently with the loss of about 3,000 lives). 
Even the sea passage will be beyond Lasel's 
means: Her father earns just 32 pesos a day in the six 
months when sugar cane is cut (the rest of the year 
he has no work, and so no money). Her mother 
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Perpetual burdens? 








earns 800 pesos a month cleaning in nearby Bacolod 
City. That means the family income in a good 
month is about $85—well below the official poverty 
line. In other words, Lasel will be trapped. If she 
complies with the statistical norm she will marry 
very young; have five or six children (two of her 
pregnancies will be classified as high-risk, and prob- 
ably one child will die in infancy); and die at least 
ten years before a farmworker's wife in America or 
northern Europe. The plight of Negros tends to 
move foreigners and Filipinos alike to tears. 

The question is what to do about it. The NPA’s 
solution is armed revolution. A lot of local church- 
men go almost as far, which presumably explains an 
arson attack on the home in Bacolod of Bishop An- 
tonio Fortich. The government's answer is land re- 
form, not just for Negros (which is something of a 
special case, given its profitless devotion to a single 
crop), but for the whole country. Article XIII, sec- 
tion 4, of the new constitution says: "The state 
shall, by law, undertake an agrarian reform pro- 
gramme founded on the right of farmers and regular 
farmworkers, who are landless, to own directly or 
collectively the lands they till or, in the case of other 
farmworkers, to receive a just share of the fruits 
thereof." 

They are brave words, but their like has been 
heard before. President Quezon had a “land-for-the 
landless" programme in the 1930s; President 
Magsaysay had one in the 1950s; President 
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Macapagal had a Land Reform Act passed in 1963. 
In 1972, at the start of martial law, it was the turn of 
President Marcos, who decreed that rice and corn 
lands (crony-owned plantations were thus ex- 
empted) should be owned by the tenants who 
worked them. None of these plans has succeeded in 
destroying either feudalism or the poverty that atta- 
ches to it. Mrs Aquino's Comprehensive Agrarian 
Reform Programme, known by its acronym CARP, 
covers all arable land, including sugar and coconut 
plantations. But will it beany more effective than its 
predecessors? 

The answer, sadly, is probably no. The obvious 
reasons are bureaucratic incompetence, lack of 
money and the opposition of vested interests. The 
lesson of the Marcos programme is salutary: after 12 
years only 11.596 of the land intended to be covered 
by the reform had actually been redistributed; only 
1096 of the beneficiaries had paid off their loans 
from the Land Bank; and only 1396 of the dispos- 
sessed landowners had been paid. 

CARP is supposed to benefit 2.14m peasants by 
completing the Marcos programme and then mov- 
ing on to cover idle land, the sugar, coconut and 
banana plantations, and public lands. The costing 
was originally set at around 50 billion pesos over ten 
years—roughly $2.5 billion that the government 
simply does not have. The figures are only vaguely 
precise: others say that 2.69m tillers qualify for 
CARP and that it will cost anywhere from 100 billion 
to 300 billion pesos over ten years. But the idea was, 
indeed still is, that the money will come from for- 
eign creditors (Jimmy Ongpin claimed half-promises 
of $500m), the sale of state assets and the recovery 
of “ill-gotten wealth" by the Presidential Commis- 
sion on Good Government (pcac). So much for 
hope. Reality is that asset sales—which by the end 
of 1987 had supposedly raised 8.1 billion pesos over 
two years—are bogged down in bureaucratic in- 
fighting, and that the pcGG has little to show in 
hard cash for its painstaking efforts to track the 
Marcos loot around the globe. Senator "Sonny" Al- 
varez, who devised CARP, says ruefully: We were 
over-optimistic.” 

Yet even arithmetic realism would not have 
helped much. The world’s successful land-reform 
programmes—it is fashionable to cite Taiwan, Ja- 
pan and South Korea—have all involved a strong 
element of compulsion. How else do you persuade 
those who have land to give it to those who do not, 
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especially when the major part of the landowner's 
compensation is through government bonds that in 
real terms may lose value? President Aquino had 


near-dictatorial powers in the period last year before - 


Congress convened; but action by decree is not her 
style, so she entrusted the legislature with the task of 

deciding crucial details—such as how much land a 

landowner may retairi. The result surprises nobody. 

A Senate dominated by lawyers and a House of Rep- 

resentatives dominated by landowners are talking 

CARP to death, or at best to a meaningless life. 


Unreal reform 
Perhaps that is the fate CARP deserves. Land reform 
for the Philippines has become a mantra chanted 
not just by the Catholic church and the local left 
but by virtually every foreign pundit. The assump- 
tion is that once the peasants own the land they till, 
the nation's social and economic ills will somehow 
fade away. But peasants born into feudal depen- 
dency will not suddenly learn the skills.of how to 
raise finance, when to plant, and how to sell; teach- 
ing those skills implies resources that the Philip- 
pines simply does not have. Under the Marcos pro- 
gramme, the clever peasants—a third of the 
beneficiaries—were those who sold the land they 
were given, or leased it to new-tenants. Meanwhile 
some 400 rural banks that had orted the 
Massagana 99 project to increase rice production 
went bankrupt because of peasants who.did not re- 
pay their loans. É 

So what should be done? The landowners, cit- 









































ing Malaysia as an example, say the government 
should start with government-owned land, much of 
it idle, abandoned, foreclosed or sequestered from 
the Marcos cronies. This, they say, adds up to 4.4m 
hectares—comfortably above the 3.8m covered by 
carp. Governor Lacson, in a plan grudgingly ac- 
cepted by the sugar planters and grudgingly ad- 
mired by the sugar-workers’ union, says that in Ne- 
gros the landowners should keep only 60% of their 
land for sugar; 30% should be diversified into other 
crops, such as shrimp, mangoes and cashew nuts; 
and the remaining 10% should go to the peasants so 
that they can grow food to eat. 

The best start is to recognise economic realities 
before being blinded by social injustice. It would be 
madness, for example, if CARP were to split up the 
profitable banana. plantations in Mindanao into 
plots too small to be sprayed from the air against 
disease. Perhaps the solution lies in “nucleus” es- 
tates of the kind being tried in Indonesia: small- 
holdings would be grouped around a central estate 
that would handle the services they require and 
would eventually be owned as a collective by the 
smallholders themselves. In practice, different areas 
will require different ideas but the long-term answer 
is common to all: increase agricultural productivity 
and use the profits to industrialise and produce 
goods both for home and abroad. Unlike revolu- 
tion, that would be a painless way of destroying feu- 
dalism. The difficulty is that it implies qualities of 
organisation and efficiency that in the Philippines 
are in short supply. 
ft 





Words rather than action 


ULTURAL generalisations are risky. Not all 
Scotsmen are mean; not.all Italians are excit- 
able. But surely all Filipinos are eloquent. Turn on 
the television and there is, invariably,it seems, a po- 
litical chat-show. Each Monday morning at the Ma- 
nila Hotel politicians meet the press to debate over 
breakfast. On other days the politicians can be met 
at the Intercontinental or the: Manila Peninsula. 
Some senators deliver speeches that would make 
Demosthenes jealous. Nobody is ever inhibited by 


















lack of knowledge, experience or information, and 
eloquence has nothing to do with class: the brown- 
skinned road sweeper will be as lucid but verbose in 
Tagalog as the mestizo lawyer is in English. In the 
Philippines, only the telephone. system fails to 
communicate. EA | 

The problem is that the torrent of words (mem- 
orably described: by one foreign diplomat as “flu- 
ency without meaning”) can obscure the need for 


© action. Filipino columnists and government politi- 


cians regularly castigate the rest of the world for of- 
fering the Philippines plenty of praise but not 
enough aid. Yet a look at the aid books shows that 
more than $2. billion in official development assis- 
tance is unused. Some dollars may be left idle be- 
cause the central bank does riot have counterpart 
funds available to meet its share’ of financing 
projects; most are simply stuck in a pipeline of Phil- 
ippine bureaucracy. In 1986 donors committed $3.2 


billion, but only $770m was actually used; in 1987. 


commitments reached $3.5 billion, of which $929m 
was used. Mr Vicente Jayme, the finance secretary, 
says fluently that it is "incorrect to say the credits 
are unused,” and explains: “It is not a question of 
credits or funds lost but a delay in disbursements. 
They are delayed, but they will be used.” 

"Similar delays affect the programme encourag- 
ing foreigners to swap Philippine debt for Philip- 
pine equity. The idea has one obvious di sadvantage: 

the inflationary effect of having to provide full peso 
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value for foreign-currency debts bought at a dis- 
count. But the advantages are greater: a lightening 
of the debt burden coupled with new investment to 
help a workforce growing by 750,000 a year. 

So much for theory. In practice, potential inves- 
tors lose their way in a maze of bureaucracy and 
contradictory regulations. One company says it has 
been trying for two years to conclude a debt-equity 
swap of $50m to set up a rubber plantation in Min- 
danao, which is suffering from both communist and 
Muslim rebellions and is crying out for job-creating 


investment. A company with a mere $8m- invest 


ment needed five months to get the necessary ap- 
proval. Moreover, it will get worse. Last year appli- 
cations worth some $456m were approved; this year 
the central bank says they will be limited to $180m. 
The suspicion must be that Filipino rhetoric has 
bred an odd kind of chauvinist logic: any foreigner 
wanting to buy an asset in the Philippines obviously 
sees a profit and that profit should go to Filipinos, 
not to foreigners. Because of such thinking a coun- 
try desperate for foreign investment has an invest- 
ment code whose incentives are arguably inferior to 


Vietnam's, let alone those: ofa robust competitor 


such as Thailand. 

Filipinos may not see it that way. They remem- 
ber that in 1946, as a precondition of American aid 
to the newly independent. Philippines, the trade 
agreement gave Americans equal rights to exploit 
Philippine natural resources. This parity was contin- 
ued. under the. Laure-Langley agreement of 1955 
and did not end until 1974, which was when. Mr 
Marcos started encouraging foreign investors at the 
apparent expense of fledgling Filipino manufactur- 
ing companies. The economic nationalism may be 
foolish, but it is not unfounded and it remains ex- 
tremely powerful. 

The World Bank-approved programme of trade 
liberalisation by Mrs Aquino's government has 
lifted tariffs and non-tariff barriers on 1,232 im- 
ports; tariffs on another 635 products are due to be 
lifted in July. But will the technocrats have the cour- 
age of their original:convictions? The National Eco- 
nomic and Development Authority has already ap- 
proved a request by the Department of Trade and 
Industry to slow down the lifting of import restric- 
tions on 673 "strategic items", These mysteriously 
include packaging materials, glass and unspecified. 
consumer durables. On some 114 imports, such as 
yellow corn, there may be an "indefinite ban", ac- 
cording to the trade and industry secretary, Mr Jose 
Concepcion. Pity the poor Filipino consumer, con- 
demned to still more .years of inferior domestic 
goods. No wonder "made in America" and "made 
in Japan” carry such cachet among Filipinos con- 
stantly exhorted by theire- president to. "buy 
Filipino". 


"The price of honour 


The tendency to let fine-sounding words take prece- 
dence over logic might be forgiveable if it made ev- 
eryone: happy. But.-that is;not true of the recent 
.. “temporary” ban on the right of Filipinas to go 

overseas to work as maids.: Last year some 87,000 
Filipinas found work abroad. There are around 
34,400 Filipina maids in Hongkong (where they are 


by far the largest expatriate group).and..17,000-in 
f 2 


Singapore. On top o and board, a maid- 









































































'Not happy for them 





Hongkong gets a minimum salary of $295 a month 
and her counterpart in Singapore $150. These sums 
“ate enough to feed and educate an extended family 
"back home; they compare with the $40 a month a 
schoolteacher might make in the Philippines. Not 
surprisingly, a lot of apartments in Hongkong are 
being cleaned by Fili IPS “college graduates. To- 
gether, thé maids remit at least $1 billion a year back 
to their cash-strapped country. - 
nhappily, many Filipinas who go tó Japan as 
“entertainers” end up as prostitutes. Some who go 
as maids to the Gulf end up being seduced, or even 
raped. All this has:been well known for years, and is 
regularly condemned in the Manila media, which 
just as regularly tells the government to “do”. some- 
+ thing about it. 

Normally, the government says it will.do some- 
thing—and does nothing. But in February, almost it 
seems by accident, the cabinet decided to impose a 
temporary (and surely unconstitutional) ban from 
March Ist on the right of Filipinas to go abroad as 
„maids, except as the servants of Filipino diplomats. 
The idea was to negotiate appropriate safeguards for . 
the maids in their host: countries without having to 
specify that Arab countries were the target. Even 
when safeguards had been arranged, the ban would 
remain on women: "under 35— rbitrarily precise 
age for the end of sexual vulnerability. 

Like all too many ideas in the Philippines, this 
one had not bee t through. To protect their 

r ld apparently. have to stay in 
ilippines, almost the only work readily 
vailable to them would be as prostitutes. Predict: 
he maids in Hongkong were furious. Just as 
bly, the. Philippine epea subse- 

































kong lest the maids picket Mrs Aquino’s visit there 
in April. If matters run true to form, the issue— 
regardless of host country—will fade into oblivion. 
After all, that is what has happened on other serious 
matters, such as punishing those who plot to over- 
throw the state. 


Dealing with Uncle Sam 


An issue that cannot fade, however, is that of Amer- 
ica's bases at Subic Bay and Clark Field (or military 
facilities under the control of the Armed Forces of 
the Philippines, as the Americans sometimes re- 
member to stress). Nowhere else is the Philippines’ 
dilemma over its identity so acute. The economic 
benefits are enormous. Each year American armed 
forces spend more than $350m in the Philippines. 
This includes $100m in after-hours spending (a lot 
of it in the tacky bars of Olongapo and Angeles) by 
18,000 American personnel and their 19,500 de- 
pendants. The bases, directly or indirectly, employ 
almost 69,000 Filipinos on a payroll second in size 
only to that of the Philippine government. Imagine 
the hardship if the bases were to go. 

Yet that is precisely what many Filipinos, on the 
right as well as the left, propose. Mr Blas Ople, a 
genial politician who was once Mr Marcos's minis- 
ter of labour, says: “I want the bases to go because 
most Filipinos instinctively rely on the Americans 
for everything.” Mr Raul Manglapus, a distin- 
guished scholar and politician who is now foreign 
secretary, points out that the presence of the bases is 
more likely to attract an attack on the Philippines 
than their absence would. Why should the Philip- 
pines have to host bases which defend Japan and 
South-East Asia? Even the constitution is hostile. It 
says starkly: “The Philippines, consistent with the 
national interest, adopts and pursues a policy of 
freedom from nuclear weapons in its territory.” Al- 
though "consistent with the national interest" al- 
lows anything to happen, the threat is obvious. And 
the constitution underlines it by adding that once 
the agreement on the bases expires in 1991, any new 
agreement will need a Senate-approved treaty and, 
"when the Congress so requires”, ratification by a 
national referendum. 

Both Filipinos and Americans are hoping that 
money will resolve the issue. The question is how 
much. The bases are obviously important: they pro- 
tect the Indonesian straits of Malacca, Sunda and 
Lombok, "choke points" through which almost 
90% of Japan's oil is shipped from the Gulf. So 
some Filipinos assume that America will pay almost 
any price to stay put. Why not, they suggest, the $20 
billion it would supposedly cost to relocate the facil- 
ities? Or the $29 billion that the Philippines owes to 
foreign banks? Such figures make the Americans 
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Part of the bargaining process 


roll their eyes: payment for the bases is aid, not rent, 
and other countries, such as Japan, actually pay for 
American bases on their territory. 

But some kind of deal is bound to be offered, 
and it cannot be long delayed. Although the lease 
on the bases ends (subject to one year's notice) in 
1991, the financial aspects of the agreement depend 
on an amendment—there have been more than 40 
since the agreement was signed in 1947— which ex- 
pires next year and is due to be renegotiated this 
year. Under this latest amendment America offered 
$500m in "security assistance" for the period 1979- 
84; a review in 1983 promised a "best effort" to pro- 
vide $900m in the period 1984-89. In fact, the 
Americans, who are not neutral in their support of 
Mrs Aquino, have managed to commit $1.14 billion 
already, with one year still to go. How high the next 
term's offer will be is genuinely anybody's guess. 
Too high, and America's Congress will refuse; too 
low, and the Philippine Congress will do likewise. 
Setting a price on national honour is a tricky busi- 
ness for everyone. 
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Action rather than words 


TIS easy to say what is wrong in the Philippines. 
This survey adds more words to the millions that 
have already pointed out the inefficiencies and inad- 
equacies of the Aquino administration, faults that 
become steadily more manifest as memories of Presi- 
dent Marcos fade. The words are written not just by 


THE ECONOMIST MAY 7 1988 


foreigners; Filipino. columnists are their nation's 
own harshest critics, finding error at every turn. 
The same is true of Filipino politicians: they will al- 
ways be polite to each other, but nonetheless will 
expose issues with a glee that their sanctimonious 
counterparts in, say, Singapore would never con- 
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template. They say, for example, that while Mrs 

Aquino’s goodness. remains, “Cory magic” has 

faded; her relatives are using her name to seek po- 

litical and business power (although, in fact, many 

_ of her relatives lost in January's local elections); and 
Philippine politics is reverting to its self-interested 
type. 

All of this may be true, if only in part, and all 
the millions of words devoted to it may well frighten 
much-needed foreign investment to places per- 
ceived as more stable, more honest, more profitable. 
But the words, harmful or not, are crucial to the 
identity the Philippines is still seeking. What sepa- 
rates the country fróm the rest of East Asia is its 
sense of openness, freedom and fun. It may take 
years to become friends with a Chinese; a Filipino 
becomes an apparent intimate within minutes. The 
reason that westerners are so pained by the Philip- 
pines' poverty, which is actually not nearly as bad as 
that of some developing countries, is that Filipinos 
are so articulate, talented and, for want of a better 
word, nice. The problem is that as the gap between 
potential and achievement remains so wide, even 
the most sympathetic: of outsiders become 
exasperated. Gh 

It need not be so. A debt rescheduling last year 


has brought relief until 1992. Mrs Aquino's deter- 


mination to bring back démocracy has survived all 
the coup attempts and gained four years of political 
stability. The Philippines does not require armed 
revolution or dictatorial rule to pull it out of its feu- 
dal misery. It needs merely a few more people actu- 
ally to do what they say. Mrs Aquino's team came to 
power with all the right economic ideas: end 
monopolies; liberalise trade; reform agriculture; 
promote exports’ of . manufactures. And -they 
worked: in 1986 fertiliser prices dropped by a third 
and prices of copra at the farmgate almost doubled. 
Last year an economy primed by election spending 
boomed enough for San Miguel’s beer sales to grow 
by 30%. Despite the coup attempts and the October 
erash, brokers claim the Manila and Makati stock 
exchanges were the world’s best performers. 








The triumph ... 

























































But the ideas worked only up to a point. They 
were compromised by maladministration, corrup- 
tion and occasionally cowardice. One reason that 
sales of state assets such as Philippine Airlines and 
the Manila Hotel have gone so slowly, or not at all, 
is that the people placed in charge of them have no 
intention of working themselves out of well-paid 
jobs. The danger now is that the ideas will be not 


: just compromised but forgotten, especially as the 


politicians, who project personality without policy, 
position themselves for the 1992 elections (in which 
Mrs Aquino says she will not run). And if the ideas 
are forgotten, if the Philippines fails to break from 
its feudal obsessions, then ultimately disaster is inev- 
itable—if only because two or three Filipino babies 
are born every minute. 

A year ago Mrs Aquino inaugurated a shrine on 
EDSA saying: "In a shining moment in the world's 
history, God's favour came to rest on 
Filipinos . . . He has brought down rulers from their 
thrones but has lifted up the humble." Let the rest 
of mankind pray that humble Filipinos are lifted at 
least a little bit higher. 








René Magritte. Belgian Painter. “La Grande Guerre.” Detail. 
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ATTITUDE AND TECHNICAL EXCELLENCE 
- EQUALLY IMPORTANT IN ACHIEVING RESULTS - 


Kick Orr: That it gave its name to the many sports that declare themselves 
'football' is indicative of two things. 
Firstly, that football (or soccer as we must now specify) is an original sport 
(referred to in Chinese history as early as 206 BC). And secondly, that all 
forms of football consider their own pre-eminent. 

THE WoRLp's NuMBER One: Today, soccer is the world's most 
popular football code. It is a game of fluid movements and varied patterns. 
Although individual attacking raids 
and the flair of the gifted performer are 
spectacular, it is fair to say that football 
is essentially a team game. 

Fig. 2: Options for Success. bis THE TEAM: To score goals, the 
ultimate aim of the game of soccer, accurate passing of the ball amongst team 


members is paramount. Because of this interdependence, a spirit of camaraderie is 
essential to the competitive team. 














Attitude is as important as technical excellence in achieving 
results. By practising a great deal together and learning team skills, the 
team can develop that most rare commodity: confidence in each other. 


For, as in all team endeavour, confidence and competence are two 
sides of one coin. 





Fig. 3: Play by the Rules. 
The 'team' philosophy has been integral in the ascension of Westpac as 
Australia's world bank. 


To talk trade and project finance, foreign exchange and interest rate risk 
management, capital and money markets, contact Australia's largest and most 
experienced banking and finance group. 


Westpac 
Australias world bank. 
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i Fig. 4: Specialist to the fore. 
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BRITAIN 


One more defeat on the 


long retreat 


NCE upon a time a big industrial dis- 
pute in Britain meant a national crisis. 
Today it usually means that some trade 


union is on a hiding to nothing. Britain’s:: 


unions are enmeshed in legal ‘restraints, los 
ing members, divided. A strike by the Na- 
tional Union of Seamen, which has almost 
halted cross-Channel ferry traffic over two 
holiday periods, has been virtually ignored 

' the government, and has demonstrated 
once again the weakness of «organised 
labour. 

The seamen have now crossed the line 
between frustration and desperation. For 14 
weeks their union has been on strike against 
proposals by P&O to change working condi- 
tions and to cut manning on its Channel fer- 
ries. P&O holds all the trumps; it has sacked 
873 workers, and persuaded others to break 
the strike. 

So Mr Sam McCluskie, the union’s gen- 
eral secretary, ordered his membersto strike 


Where the members aren't 
Union membership, 1964 as % of tota! employees 
By region 


illegally against Sealink (another ferry firm) 
against which they have no grievance. Since 
the High Court had told him not to, the 
union was promptly fined £150,000 and had 
its assets seized. Although the strike contin- 
ues, Mr McCluskie has already given up 
hope of spreading it (against the law) from 
ferries to cruise ships. 

The dispute has shown the devastating 
effect of Tory industrial-relations law. Until 
Mrs Margaret Thatcher's government came 
to power, unions had got into the habit of 
winning strikes by "secondary action"— 
mobilising workers in other firms or indus- 
tries against their employers. That was made 
possible by trade unions' immunity from the 
law, granted in 1906 and not seriously cur- 
tailed until 1980. Now that secondary pick- 
eting is illegal, a union such as.the NUS can- 
not take action against another employer for 
which. its members work but with which it 
















"ber has gone—and with it one of the mai 


has no dispute. Nor can one union take ace 
more attractive to women. They know tha 


tial new members. - 2 

































tion to support another, without putting 
assets at risk. The larger the union, th. 
larger its assets, and the more it stands t 
lose by breaking the law. 

Without secondary picketing, the mai 
way in which the Trades Union Congres: 
(TUC) can offer help to an embattled mem- 


forces.for cohesion among Britai 
ent unions. Since 1985. miners, pri 
workers and civil servants have been 
feated because their léaders all found the 
could not win strikes by persuading othe 
unions to put pressure on their employers 
suppliers, customers and competitors. 

Even without the law to divide them, 
the interests of the unions would have i 
creasingly diverged. A handful of unions 
their members’ skills overtaken by techno- 
logical or economic change, have tried'to de 
fend jobs in industries where fewer workers 
are needed, by staging noisy strikes. Nex’ 
into the breach may be the television tec 
cians, already driven out of one commercia 
company, TV-am, and struggling to | 
their members’ jobs in others. The preoc 
pations of such unions ate quite differe 
fromthose of most other TUC members. Th 
other unions are worrying about ways to re 
cruit part-timers, and to make themselves 







strikes are the worst possible publicity for 
unions, and the greatest deterrent to poren 






Cultural. decline 


The rout of the unions has been accom: 
plished not‘merely by changes in law, but bs 
anger in the pattern of employment. A 
the « f.1986-(the most recent figures 
union membership was 10.5m, which was al 
ready 20.7% below its 1979 peak. =” 
The fall is not yet as dramatic as the lo 
decline which followed the: first’ world wa 
That nearly halved union membership from 
a peak of 8.3m in 1920 to 4.4m in 1933. 
day's fall will not go as far as that. Amo 
employees, indeed; the density of “uni 
membership may now no longer be decli 
ing. Figures from the Social Attitudes Sur 
vey, published in the current Employnien 
Gazette, suggest union density was virtually 
unchanged between 1984 and. 1986. But 
still means that relatively fewer British work: 
ers are in Unions; if only because of 
growth in self-employment in Britain. 
That is little help to the unions. An 
deed, union membership is highest in the 
kinds of employment and parts of the coun: 
try with slowest growth, and lowest i 
new boom occupations and areas. That is re. 
by. two studies published t 
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A Rocky case 


N THE space of six days the foreign sec- 

retary, Sir Geoffrey Howe, has tried to 
stop the screening of two television pro- 
grammes, one by a commercial channel 
and one by the BBC. He approached, first, 
the Independent Broadcasting Authority 
(IBA) and later the chairman of the BBC to 
protest about the showings of two investi- 
gative programmes on the killings of three 
Irish Republican Army terrorists in Gi- 
braltar by the British army's SAS. Both 
programmes contain interviews with wit- 
nesses who claimed that the terrorists 
were shot while in the process of surren- 
dering. The government claimed that, if 
the programmes were shown in Britain, 
they would prejudice the forthcoming in- 
quest in Gibraltar. 

Under the terms of the Broadcasting 
Act, the job of deciding what should be 








shown on television is vested in the IBA 
(for the commercial channels) and the 
board of governors for the BBC. The act’s 
original intention was to prevent the gov- 
ernment of the day from interfering in 
those judgments. The present govern- 
ment therefore has no legal case for inter- 
vening. The Foreign Office, the IBA and 
Thames all consulted lawyers, who ad- 
vised them that transmission was perfectly 
legal and did not constitute contempt of 
court. 

The prime minister was said to be “be- 
yond fury" that the iBA ignored Sir Geof- 
frey's request. Some newspapers immedi- 
ately spread stories that the IBA was to be 
abolished, printed smears about the main 
witness in the Thames TV programme, 
and claimed (to subsequent denials) that 
Thames's shareholders were angry about 


the programme being transmitted. 

The government's position is weak on 
two counts. First, it has illogically singled 
out television: newspapers have already 
carried long articles on the shootings, and 
these would be even more likely than tele- 
vision to find their way to Gibraltar to 
prejudice the chances of a fair inquest. 
Second, the government has never given a 
clear commitment to co-operate fully with 
the inquest in Gibraltar. Had it done so, 
its reluctance to see the programmes 
broadcast before an inquest was held 
would have carried a lot more conviction. 

As it is, ministers might use the pro- 
grammes as one more excuse for refusing 
to allow the coroner in Gibraltar to hear 
the SAS side of the story. That would be a 
bad mistake. Without full testimony from 
the SAS men, the suspicion will remain 
that they had orders to shoot the IRA ter- 
rorists on sight—armed or unarmed, 
surrendering or not. 















week. 

One*, by two academic economists, 
looks at the proportion of workers in estab- 
lishments where unions are recognised for 
collective bargaining. For Britain as a whole 
it finds a decline from 83.796 in 1980 to 
10.396 in 1984 in the numbers of manual 
workers in unionised establishments, and a 
parallel decline from 61.396 to 48.796 for 
non-manual workers. For both white-collar 
and blue-collar workers, the survey found 
that unionism is strongest in the slow-grow- 
ing regions of north and west Britain, and 
weakest in south and east England. 

A second and more elaborate studyt by 
two government officials tracks union den- 
sity, measured by union members as a pro- 
portion of employees, in the main indus- 
tries. They find (see chart on previous page) 
that in most industries union membership is 
higher among full-timers than part-timers; 
but both fulltimers and part-timers are 
more likely to belong to a union in the pub- 
lic sector, in a big establishment, and when 
trade unions are recognised by an employer. 
The study also found big regional differ- 
ences (see map). Workers in the north and 
west are more likely to be union members 
than those in the south and east. In the four 
southern regions, part-timers are less likely 
to be union members, compared with full- 
timers in the same industry, than in the rest 
of the country. Indeed, in Greater London 
full-timers are more than twice as likely to be 
union members than are part-timers; in 


*The north-south divide in Britain: the case of trade- 
union recognition. By Phillip Beaumont and Richard 
Harris. Department of Economics, Queen's University, 
Belfast. 

+ Union density in the regions. By Neil Millward and 
Mark Stevens. Employment Gazette, May 1988. 
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Yorkshire and Humberside only 1.2 times as 
likely. 

Union strongholds are in the Labour- 
voting, slow-growing parts of Britain, rather 
than in the prosperous parts of the Tory- 
voting south and east. Both studies con- 
clude that these regional differences cannot 
simply be explained by differences in indus- 
trial structure or the size of a workplace. 
Some cultural force is also at work. Other 
surveys are discovering that union members 
tend to live in the same parts of town as 
other union members; they are more likely 
to have had parents who were union mem- 
bers than those who do not join. The north, 
with its history of highly unionised indus- 
tries, has a different tradition from the 
south. 





Voting for oblivion 


The government's legislation, which 
looks so likely to break the seamen’s strike, 
is a sign of a changing culture. Some trade 
unions will continue to ignore the change, 
throwing themselves into oblivion. But 
these unions and their fate will become in- 
creasingly irrelevant to the main argument 
within the TUC, which will be about where 
to find new members, rather than how to 
save superfluous craft jobs. 





Public spending 


When more is 
worse 


UST for a change, the government has < 
cepted the recommendations of a Hou 
of Commons select committee. The ap- 
parently banal issue: how to publish in- 
formation about public spending. On May 
3rd the Treasury said it planned to expand 
the autumn statement published each No- 
vember, but to drop January's big public- 
spending white paper in favour of reports, 
separately published by each department. 
Mr Terence Higgins, chairman of the Com- 
mons Treasury committee, welcomed this 
endorsement of its proposals. He should re- 
member his Homer: beware the Treasury, 
especially when it is bringing gifts. 
Advocates of the change argue that the 
public-spending white paper now contains 
no news, since the main decisions are an- 
nounced the previous autumn. They want 
more information on output and objectives, 
but suggest that adding to an already fat 
white paper would put off even more poten- 
tial readers (including MPs). And they point 
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to the dullness of parliamentary debates on 
public spending, and the failure of many se- 
lect committees to use the white paper to in» 
terrogate their departments, as further rea- 
sons for change. 

The past few years. have seen a steady 
improvement in the white paper, which now 
contains a summary of objectives, spending 
and performance measures right across 
Whitehall, More is still needed, especially 
from those departments like agriculture and 
the environment that have been weakest on 
measuring their output. Length need not be 
a bar: the latest budget presented to.Con- 
gress by the American president runs to five 
volumes and 2,467 pages, compared with 
the British Treasury's two volumes and 520 

. pages. As for parliamentary neglect, that is 
surely a criticism of MPs, not of the pub- 
lished documents. 

Were the white paper split into longer 
departmental. reports, crucial comparisons 
hetween departments could become harder, 

ot easier—especially if (as seems possible) 
tne reports were published on different 
days. And central editorial.control might be 
weakened. The present white paper is 
emphatically a Treasury document. even 
though other departments contribute most 
of the chapters, whereas departmental re- 
ports would presumably be controlled by 


spending ministers. The Treasury would try 
to lay down central rules, but they would be 
easier to evade. 

Why then is the Treasury so keen to 
agree? One explanation may be that it was 
annoyed that this year's white paper and de- 
bate gave critics two separate chances to talk 
about health-service spending ahead of the 
budget. This made it even harder to sustain 
the Treasury 's absurd doctrine that spend- 
ing can be decided only in the autumn and 
tax only in the spring. If departmental re- 
ports were published on the day of the bud- 
get itself, chat might undermine the doctrine 
still further. But it could also provide a con- 
venient way of burying evidence of poor de- 
partmental performance beneath a welter of 
tax-change publicity. 

Mr Higgins's committee (and its sister- 


‘committee on public accounts) has one 


more chance to change its ideas. The best 
compromise would be to expand the au- 
tumn statement but still keep the more de- 
tailed spending white paper in January. De- 
partments could then be invited to publish, 
annual reports in the summer that would in- 
clude the previous year’s accounts. White- 
hall departments would then look even 
more like the private companies they are so 
often begged to copy—and which some of 
them may yet be turned into. 





Construction... 


On shaky foundations 


UILDERS in Britain are having a ball. 
Schemes like Canary Wharf, in the 
Docklands, and the planned development 
of a 125-acre site behind King’s Cross, sta- 
tion have made London the office-building 
capital of the world. The coming privatis 
ation of the electricity-supply industry has 
acouraged some big firms to consider 
uilding and operating power: stations; 
privatisation of the water boards may release 
lots of land for development. Proposals for 
privately financed. infrastructure. projects 
are thudding through the Treasury's door. 
All this, and the Channel Tunnel too. 

Tarmac,. one. of Britain's largest con- 
struction and building-materials companies, 
has just announced pre-tax profits up 56%, 
to £265.4m, in 1987. Turnover, at £2.2 bil- 
lion, was up 27%. A few days earlier, the Na- 
tional Council of Building Materials: Pro- 
ducers raised its forecast growth of 
construction-industry output-in 1988 from 
5% (last November's estimate) to 8%. 

The euphoria, unprecedented for 20 
years, should be slightly dampened by a re- 
port from a team led by Mr John Bennett,-of 
the Centre for Strategic Studies in Con- 
struction at Reading University. If Britain’s 
uilders (who jointly commissioned the re- 
ort with th itonment 












department) do. 





not plan for the future, says Mr Bennett, 
they will become mere stylists and subcon- 
tractors to firms from other industries, or to 
building firms from overseas. 

Today's surge in demand has led to se- 
vere skillshortages in south-east England. 
Capacity constraints in building materials 
are becoming more and more evident. They 
are being relieved by extensive imports. 
Around 2096 of total building materials by 
value is imported each year; but Mr Bennett 
estimates that, in high-technology materials 
(like air-conditioners and sophisticated cur- 
tain-walls), imports are now more than 30% 
of demand. 

Contractors are facing new competition 
from firms outside the building industry. 
British Aerospace, for example, has just 
bought a leading Dutch construction com- 
pany. It is likely to offer those who buy its 
aircraft the chance to get custom-built han- 
gars and airfields in one “turnkey” contract. 
The Reading report muses that a company 
like 13M may soon offer building asa service 
to those who buy its large computer systems. 

Where. they have already had to com- 
pete with foreign construction firms in third 
markets, British contractors have not been 
strikingly successful (see chart), compared 


say nothing of the Japanese. Most of Japa 


with the Germans, French and Italians—to ^ Sow Engneerng News Record 











































































six giant construction companies have hith 
erto generated only about 5% of their turn 
over abroad. Kumagai-Gumi, one of the: 
does things differently. Nearly half of it 
turnover is now outside Japan. 

Kumagai-Gumi is the contractor at sev 
eral of London's big new projects, as well: 
at one in Glasgow. Typically, it spots. : 
with. development potential, arranges | 
nancing with Japanese banks, and t 
takes the head-contract on the constructi 
site. Sub-contracts are handed out 
friendly local contractors. E 

The Reading team, which has also: pri 
duced a new report on the Japanese co 
struction industry, thinks that ‘wher 
Kumagai-Gumi has led, other Japanese fi 
will eventually follow. These firms are. tt 
world's leaders in high-technology buildi: 
including the use of robots both in the m 
terials industry and on site. 

British firms have improved. Producti 
ity rose during the years of high unemplo 
ment. in the early 1980s. In 1979 Briti 
buildings went up 41% more slowly t 
American ones; in 1986 only 21%. m 
slowly. Big British builders are less likel 
sit and wait for the government to give the 
contracts. They now take a lead (witnes 
Costain Group's recent proposals for n 
motorways and railways) in identifyi 
projects before Whitehall has. a 

All this the Reading study ackn 
edges. But its main message is that no Briti 
firm is yet big enough to compete global 
Like all construction industries, includi 
Japan's, Britain's is fragmented: of mk 
than 170,000 building firms, over 9096 
ploy fewer than eight people. The big 
firms—100 of them account for almost 20! 
of the industry's output—are giants by B 
ish standards, not by international ones. 

By the end of the century, thinks. 
Bennett, 20-30 European firms will be five 
six times bigger than the biggest British fir 
now. That would make them about the sam 
size as the Japanese giants. If mergers. a 


Building abroad 
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nt ventures do not happen soon, the 

ading report suggests that it will be build- 

from outside the country, not the Brit- 

; who mark the next building boom with 

ofits like those that. Tarmac has just 
'eported. 





rivate health 


;ompetitive cure 


'F PEOPLE are worried about the Na- 
ional Health Service; they might be ex- 
cted. to turn to private health care. They 
ve done so: some 10% of the population 
w has private health insurance, compared 
ith 596 in 1979. But the increase may. be 
wing, for a good old-fashioned reason: 
rice. Premiums for people of all ages have 
Joubled in real terms in the past eight years. 
The rise has been fastest for the over 65s (see 
shart), who often find that they have to pay 
more just at the point that their employers 
ive stopped: helping with their premiums. 
The main cause of higher premiums has 
en escalating private health-care costs, 
mething more familiar to Americans than 
) Britons. The British insurers have been 
low to bring in the sort of cost-containment 
easures. or new. insurance packages that 
3uld make their product cheaper and more 
tractive. But on May 4th: the biggest in- 
er, BUPA, came up with its own response, 
lled "Budget BUPA”. 
< Budget-BUPA is a special limited-cover 
nsurancé package with premiums as low as 
hird of the normal rate. Another unusual 
eature is that old people can join right up to 
* age of 75, though they cannot expect 
eatment for a condition they have already. 
e scheme has some formidable catches: 
satients who need non-urgent care may wait 
for up to five weeks, treatments like organ 
ransplants and kidney dialysis are ex- 
uded, and there is a ceiling on payments of 
15,000 a year, an optional “excess” or cli- 
t co-payment of up to £1,000 and a re- 
icted choice of hospital. Still, 85 private 
spitals (including those owned by BUPA it- 
f) have accepted tightly negotiated fixed- 
ce terms for surgical procedures. The in- 
érs hope most NHS hospitals with 
'paybeds" will do so too. 
-o Despite the catches, the scheme will pull 
n new clients—for it'is cannily aimed at a 
ap in the market that is the NHS’s weakest 
oint: long waiting lists for routine surgery 
‘such things as hernias and artificial hips. 
UPA is introducing it, not out of a sense of 
vublic duty, a because it has been 
queezed by rivals: its share of the market 
as fallen from 70% to 60% in just six years. 
Aost of the business has gone to aggressive 
‘commercial insurers. 
» Competition has been fiercest for the 
ast-growing company market, which now 
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accounts for over half of all private health 
insurance compared with less than 40% in 
1977. The Bupa scheme is aimed more at in- 
dividuals than at companies: unlike normal 
health-insurance. schemes there is nodis- 
count for group membership. So companies 
will go on shopping around for better pri 
vate health deals: 

The best such deals are usually tailored 
packages arranged by third-party intermedi- 
aries. Administrative costs can be much 
lower; and benefits can be adjusted to meet 
the wishes of individual companies (or their 
employees). 

Bigger companies are going further: op- 
erating à form of self-insurance with a stop- 


loss provision through captive insurers. One: , 


of Britain's fastest-growing intermediaries, a 
Bristol-based firm called Medisure, does this 
for Bank of America. ici and the Maxwell 
Communications Corporation have similar 
arrangements. Companies cannot simply 
take the risk themselves, because payment 
of an employee's hospital bills would count 
as a taxable benefit; but several are looking 
carefully at trusts that might get round the 
Inland Revenue's rules. 

m 





Broadcast news 


An d pendétt 
account 


OR more than half a century, the reas- 
suring tones of BBC newscasters have in- 
formed British. television viewers: about 
world events.: For the past 33 years, they 
have been joined by the equally authorita- 
tive-—but slightly less staid—Independent 
Television News, which serves ITV and 
Channel 4. Now that cosy duopoly is being 
challenged by small, independent produc- 
tion companies which reckon they can de- 
liver the news to people's sitting rooms more 
and more efficiently. 





- CNN.in America, c 


ick ato sedi ten like the radical step 
of allowing an independent company, . 
Screen News, to produce about half an hour 
of local news each weekend. ‘This. year two 
much bigger ‘contracts—to televise the 
House of:Commons, and to provide a 56- 
hour-a-week ‘news service for British Satel- 
lite Broadcasting (BsB)—are up for grabs. 
Both, it had been assumed; would go to ITN, 
perhaps in conjunction with the BBC. Now it 
looks as ifthe independents may ‘snatch 
them. 

The BBC and ITN have jointly been film- 
ing the House of Lords for three years. They 
seemed the natural choice for. televising the 
Commons. But some of the rrv companies 
are starting to wonder whether they might 
not be better off with an independent com- - 
pany; and some of the members of Parlia- 
ment on the select committee examining the 
issue may end up sharing their view. 

Tenders have to be in by May 19th, and 
already some independent companies hav- 
decided to: bid. TV-am, the company whicl 
has the breakfast-time rrv franchise, has 
written to the select committee, backing the. 
independents rather than ITN. No ITV com- 
pany has publicly followed suit, but several 
are thought to be of like mind.-Given: that 
many of them are shareholders of ITN, uo 
the switch? 

The televising of Parliament will pro- 
vide wonderful raw material fer ITV compa- 
nies regional news programmes.’ "They will 


_ be able to show local Mes raising matters of 
local concern, which would not be aired on 


ITN’s national news. But will rrN have the re- 
sources or the will to provide this regional 
material? The more sceptical of the ITV cóm- 
panies think not. They would rather deal 
with an eager independent company which 
has no news of its own. to organise and can 
buy the most up-to-date -equipment— 
manned by ‘non-union, or: at least non- 
stroppy, technicians. t 

The rrv companies have wag been irr 
tated by the expense of ITN. It charges £50r 
a year to provide less than 24 hours of news 
a week to rrv and Channel 4. Yet BsB man- 


- aged to beat it down from around £20m to 


just over £10m for the provision of 56 hours 
of news a week, when the two companies 
had a tentative agreement earlier this year. 
Even so, ITN has now lost that contract; BSB 
feared that, when ITN had interesting foot- 
age of news events, it would use it on its own 
bulletins before offering it to Bsb. 

Before the proliferation of Tv channels 
around the world, the idea ofian indepen- 
dent company being able to provide BsB 
with news would. have seemed absurd. Only 
network-news opefations like rrn had’ ade- 


: quate crews. If their: film arrived. back in 


Britain before the BBC's, they would havea 
scoop. Now film of any big event is widely 
and almost instantaneously sies ide either 
through specialised news: channels; 
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| The pint-sized monopoly 


Britain's milk market has been rigged since 1933 in order to raise farm- 


ers' incomes. That may change, though not much, when imports of 


fresh milk from Europe are allowed next year 


MAGINE a business which has no con- 

tact with its customers, which never 
needs to know what its product is being 
used for, which does not carry its goods to 
market, but which always has a protected 
outlet for them at a guaranteed price. 
That is the kind of business which the av- 
erage British dairy farmer runs. 

Britain's 47,000 dairy farmers produce 
between them 26.4 billion pints of milk a 
year—£2 billion-worth. Yet farmers sell 
less than 296 of that milk directly to con- 
sumers, shops, creameries and dairies. 
The rest is picked up from the farm in its 
raw untreated state by hauliers hired by a 


milk marketing board. The farmer gets 
from the milk board a price (on average 
about 9.3p per pint in the year ended in 
March 1988) which varies a little during 
the year, but does not depend on whether 
the milk is used for drinking or butter pro- 
duction, nor on whether it is delivered to 
a milk-powder factory ten miles away or to 
a bottling plant 200 miles away. 

The milk boards—one for England 
and Wales, three for Scotland, one for 
Northern Ireland—were first set up by the 
MacDonald government in the 1933 
slump to strengthen the hand of small 
dairy farmers against the big dairy compa- 
nies. The biggest milk board, the Milk 
Marketing Board of England and Wales 
(MMB), covers four-fifths of all British milk 
production. It describes itself as a produc- 
ers’ co-operative subject to referendum. It 
is also a closed shop: farmers must obtain 
licences from it if they want to sell their 
milk independently, and then pay a levy if 


their product is for drinking. 

This monopoly power hopelessly dis- 
torts the market. By paying farmers the 
same whether their milk is easy or difficult 
to transport, the MMB removes the incen- 
tive to keep dairy cattle close to milk buy- 
ers. In England and Wales, much dairy 
farming is in the west, often 100 or more 
miles from the big conurbations of the 
east. The Ministry of Agriculture does not 
mind; it sees the MMB as a sort of surrogate 
regional policy. 

The milk monopoly has another dis- 
torting effect: it makes milk more expen- 
sive. Comparisons are hard, since milk is 





delivered to the doorstep in Britain but 
not in most of continental Europe; but in 
1980 the Consumers Association reck- 
oned that the retail price of a British pint 
was the highest in Europe. 

The MMB cannot take full advantage of 
its monopoly power, because the market 
is rigged on the demand side too, with the 
government's blessing. Prices are negoti- 
ated with a single buyers' body, the Dairy 
Trade Federation. Some farmers com- 
plain that the dairies’ buying power has 
restricted their share of what housewives 
pay for milk. For between them the MMB 
and the DTF fix milk prices to customers 
which are fairly constant across the coun- 
try, but which discriminate between dif- 
ferent uses of milk. Last year the MMB sold 
milk for drinking at almost 11.4p a pint, 
milk for butter at only 8.1p. 

This discrimination is possible. be- 
cause, at present, imports of fresh liquid 
milk are banned. Imports of cheese, but- 


ter and yoghurt from the European conti- 
nent keep down the prices of these things 
to the British consumer. 


We like it this way 


As yet, there is little pressure for change. 
The convenience of doorstep delivery 
means that few consumers worry about an 
extra penny or two on the price of their 
pint. The monopoly-exploited Britons are 
among the biggest consumers of fresh 
milk in Europe. 

The dairy industry likes being able to 
pass on high prices to consumers. It enjoys 
the simplicity of having just one supplier. 
Poor farmers in remote parts of the coun- 
try have a vested interest in maintaining 
the system. Even farmers who might sell 
their milk entirely into the liquid market 
(and would therefore get more for it) are 
reluctant to lobby for a change. Only a 
few big ones, such as Lord Rayleigh's 
Dairies, are in the haulage and processing 
business too. For the rest, ignorance of 
marketing makes them fear deregulation. 

Yet some change should come as early 
as next year. After a long legal battle the 
government has been forced to drop rules 
that prevent the import of fresh milk. At 
the beginning of 1989 British retailers will 
be able to buy fresh milk from Holland, 
France, Ireland or anywhere else in the 
EEC that wants to export it. Cheap im- 
ported milk may not turn up on Britain's 
doorsteps, but it will appear on the 
shelves of its supermarkets. 

That might force the MMB and the DTF 
to think again about their milk-pricing ne- 
gotiations, and in particular about the 
premium that liquid milk commands over 
milk for other uses. The government 
might have to think out what kind of milk 
market it wants. One that was entirely un- 
regulated would bring variations in price 
according to geography and according to 
the seasons (40% more milk is produced 
in May than in September). One that gave 
farmers enough market power to stand up 
to the dairy trade might look much like 
the co-operatives common elsewhere in 
Europe. 

Some people want to abolish the MMB. 
Mr Barry Wilson, a farming writer, argues 
that the MMB has been bad for farmers: 
their average returns have risen only 1.7% 
a year since 1984. He wants to shut down 
the MMB, and distribute its assets to farm- 
ers. 

Another possible policy would be to 
leave the milk boards in place, but to re- 
move their statutory monopoly powers. 
Farmers would then be free to sell their 
milk direct to dairies or supermarkets if 
they wanted. If enough did, the average 
price paid to the others would have to 


boards. 








fall—and so, in turn, would the i 
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Ws operation can buy almost all the pic- 
tures it wants; all it needs is an interpretative, 
ist from a journalist. This is precisely what 
e independents think they-can offer. 


domestic coverage. Indeed the BBC is trying 
widen that gap by recruiting about 30 
specialist journalists in the fields of Brit- 
sh: politics, social affairs and business. ITN, 
shaken by the loss of the BSB contract, plans 
turn itself into a leaner organisation. Last 
onth it announced plans to shed 142 jobs 
and make working practices more flexible. 
two giants now recognise that they need 
to compete not only with each other, but 
th the newcomers too. 





NE. of Britain's most famous wartime 
airfields, Biggin Hill at Bromley in 
Kent, has now become London's main air- 
port for executive travel: It has been an air- 
field since 1917. During the second world 
Var it was a RAF fighter station, base for Hur- 


FORGOTTEN army has just held its 
final reunion. Fifty. years after the 
first of its members took to the fields, 
some 600 ex-members of the Women's 
Land Army gathered at the Grand Hotel 
tán Birmingham. They were addressed by 
their patron, the Queen Mother, and 
“spent a day singing old songs, swapping 
“stories and reminiscing about their war, as 
old soldiers are wont to do. 

Their war was important. In 1939 Brit- 
àin produced only about 4096 of its own 
: food, from some 12m acres of land. After 
_ France fell, the Germans were expected to 
try to cut Britain's ocean supply lines with 
their submarines and starve it. They 
might have succeeded had it not been for 
the all-out effort to expand food produc- 
tion. By promising Britain's farmers-and 
landowners a cash grant per acre if they 
' co-operated and confiscation if they did 
not, the government forced them to bring 
another 12m acres of farmland and 16m 
> acres of marsh and woodland under the 
plough in less than four.years. By 1943 the 





quirements. 
A lot of the work was done by the 
© “land girls", whose numbers rose to 
90,000 by 1944. They came from all walks 
of life and from all parts of the country, 
into what was by no means a Girl Guides’ 





` ricanes and Spitfires in the Battle of Britain. 


itn and the BBC still have the edge on + 

















country was producing 70% of its food re- . 


In 1959 the Ministry of Defence handed it 
over for civilian use. In recent years it. has 
concentrated on the growing demand for 
executive air travel.in private jets and. now 
handles more than 100,000. "general avia- 
tion” landings and take-offs a year. It has 
captured much of this business from Lon- 
don’s three main passenger airports— 
Heathrow, Gatwick and Stansted—which 
between them have only 42,000 general-avi- 
ation movements. These airports now be- 
long to the newly privatised.BAA (formerly 
British Airports Authority). 

With increasing congestion of London's 
airspace and. stories of-a series of near- 
misses, the use of. Heathrow. and. Gatwick 
has become increasingly expensive, inconve- 
nient and supposedly hazardous for tycoons 
and showbizstars who want to flit in and out 
of London. 

Biggin Hill is now linked to the full Lon- 
don airways tadar and surveillance system 
and has far lower ouch) for executive air- 


h immigration and 


steps from the * 


rival and into a helicopter or on to the ano- 
nymity of London's m25 orbital motorway. 

London's top security airport is still RAF 
Northolt. It is regularly used by ministers 
and senior civil servants (particularly those 
commuting to Northern Ireland) as well as 
by members of the royal family. However 
Biggin Hill has just received an accolade: 
Prince Charles, at the controls of one of the 
new BA 146 jets of the Queen's Flight, flew 
in from Cornwall and was away within five 
minutes of landing. 

Biggin.Hill belongs to the London bor- 
ough of Bromley but is operated by Biggin 
Hill Airport Ltd asa joint venture with a for- 
mer RAF fighter pilot turned entrepreneur, 
Mr Jock Maitland. Bromley gets 65%, and 
Mr Maitland 35%, of any profit. Last year 
the enterprise made a loss (of £19,000), but 
it seems set to move into profit in 1988. 

The management agreement with Mr 
Maitland expires in 1991. In June Bromley 
council will consider whether to extend ir 
They intend to keep the airfield, but at lea: 
two groups want to run it: Airports UK (a 

"subsidiary. of BAA), and Field Aviation (a 

¿subsidiary of Hunting Associated. Indus- 

- tries). Alternatively, the council may allow a 
management ‘buyout by Mr Maitland’ s staff. 


— ME 














e summer and 48 in the winter, 
but practice usually more. The only 
days off were bank holidays and, usually 
but not always, Sundays. Wages started at 
18 shillings a week and rose to 48 shillings 
by 1944. - 


The minimum age was 17, but some of 
the “girls” were middle-aged. A few re- 
















- Harvesting victory. 










ceived:a bit of training; most.were simply | 
given a uniform and sent directly to work, | 
City girls were sometimes given a "test", 
such as lifting a heavy sack of potatoes, 
which. was supposed .to determine: 
whether they were up to heavy farm la- 
| 
| 


5 bour. They lived either in barracks, from - 


where they were assigned to local farm 
work, or sent out in. ones and twos to live 
with farmers’ families. The girls inthe bar- 
racks say they had more fun, and were less 
likely to be exploited. 

The land army proved an effective 
mixer.-Former debutantes and former do- 
mestic servants lived and worked to- 
gether, often far from home; after the war 
many of the girls originally from slums set- 
tled where they had worked. Others met 
their eventual husbands, especially as by 
1943 so many American army camps and 
airfields were enlivening the British coun- 
tryside. The programme was not wound 
up until.1950. Many of the veterans today 
look back on their land-army service as 
the best years of their lives, but complain 
that the country quickly forgot their war- 
time efforts. Their organisation has sel- 
dom been included in commemorative 
ceremonies. 

The Queen Mother, then Queen, of- 
ten visited the girls on the land in war- 
time. Her presence at their final gathering 
went part of the way towards granting 
them, at the end of their era, the recogni- 
tion that they have wanted for so long. 
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Commodities Five airlines—British Airways, | be the last big German want to borrow stock. 
Swissair, KLM, Alitalia and privatisation this year—unless 
USAir—agreed to buy a half the government decides to sell People 
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Oil prices fell by $1.25 a bar- 
rel when OPEC, meeting in Vi- 
enna, failed to reach agree- 
nent with six non-OPEC 
producers to cut oil exports by 
596. Separately, the Kuwait 
Investment Office's 22% 
stake in BP was referred to 
Britain's Monopolies and 
Mergers Commission for 
investigation. 


Delegates to the Interna- 
tional Coffee Organisation 


ended a week-long meeting in 
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interest in the Apollo com- 
puter-reservation system from 
Allegis, the troubled Ameri- 
can parent of United Airlines 
which has received a $2.37 bil- 
lion bid from the airline's 
pilots. 


Japan and China have agreed 
to start talking again about an 
investment-protection treaty 
which would make Japanese 
companies less wary about in- 
vesting in China. 
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D. Carnegie, a Swedish in- 
vestment group controlled by 
Erik Penser, has sold its 
Fondkommission broking arm 
to PKbanken for SKr2.7 bil- 
lion ($460m)-worth ofnew  ; 
shares in Sweden's third big- 
gest bank. The deal reduces - 
the government's holding in 
PKbanken from 8596 to 6596. 


Cartel-busters 


Officials from the European 
Commission raided seven 
stainless-steel producers— 
Thyssen and Krupp in West 
Germany, Acerinox in Spain, 
Terni Speziali in Italy, ALZ in 
Belgium, Ugine of France and 
British Steel. They are sus- 
pected of forming an illicit car- 
tel to try to control prices. 





Charterhouse, owned by the 









Jonathan Cohen, the former 
chief executive of County 
NatWest, was appointed vice- 
chairman of another mer- 
chant-banking subsidiary of a 
British clearing bank— 


Royal Bank of Scotland. 


Albert Casey, who was re- 
cently appointed chairman of 
First 


which America threatened to ublic, sacked half 
pull out of the cartel unless it the directors of the near-bank- 
reformed itself. Tob ME rupt Texan bank. 
The 17 Antarctic Treaty gov- To bos of Z Kom di 
ernments have begun tal investors, Robert Holmes à Bottom line 
about dividing up the south- Court, an Australian entre- More air travellers than ex- 
ern pole's mineral spoils: these | preneur, sold a 40% stake in pected helped Pan Am to re- 
may include 48 billion barrels - Bell Group for around A$2.60 duce its first quarter after-tax 
of oil. ($2) a share—a 50% premium loss from $93.6m in 1987 to 
on the market price. The deal, $83.3m. But the troubled 
f agricultural trade were which is under investigation, Britain's Office of Telecom- | American airline has still to 
liberalised, incomes in devel- will raise A$333m for “the munications (OFTEL) abol- persuade its unions to accept 
oping countries would be great acquirer” who will still ished British Telecom’s mo- smaller wage packets. 
boosted by $26 billion, em- own around 6% of Bell. The nopoly in supplying private 
ployment in EEC countries b are the Western Aus- payphones. That should lead Siemens's post-tax profits fell 
would rise by 3m, and the tralian State Government In- to more payphones in British by 9% to DM602m ($360m) 
American trade deficit would surance Commission and . pubs, shops and garages. for the six months to the end 
shrink by $40 billion. So pre- | Alan Bond. . Complaints to OFTEL about BT | of March. The West German 
dicts the Australian Centre . increased by 7796 last year. electricals giant says that its 
for International Economics. Norsk Hydro is raising order book is picking up. 
$400m through rights issues New Zealand deregulated its 
Working together in the eight countries where oil industry, removing price Strong sales volume and F 
shares in the Norwegian pet- controls and import favourable exchange rates 4 
Kajima, a Japanese construc- | rochemicals and metals giant |" restrictions. helped Eastman Kodak's 
tion group, and Allied Prop- | are listed. first-quarter post-tax profits to. | - 
erties of Hongkong aim to The International Stock Ex- | jump by 4696 to $260m. 
build the biggest hotel and The West German govern- change in London has de- 
commercial complex in Hong- | ment will raise DM1.46 billion | cided to allow more types of Financial Corporation of 
kong. It will include the 1,100 | ($870m) from the sale of its firms to act as money brokers. | America's negative net worth 
room Wanchai Hotel and may | 60% stake in Viag, an energy | It hopes this will lead to lower | rose 39% in the first quarter 
cost HK$1.6 billion ($205m). and metals group. That may costs for securities houses that | to $226.5m. J 
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Canadian Pacific Limited 


anadian Pacific Limited’s earnings per 
C Ordinary share increased 45% to 61 cents 

in the first quarter of 1988. This compares 
with 42 cents before extraordinary items in the 
first quarter of 1987. Consolidated net income 
in the first quarter of this year was $183.9 
million compared with $125.4 million before 
extraordinary items in the first quarter last year.. 


Ee UP 45% 


Forest products, rail, bulk shipping and 
steel operations made the biggest contributions 
to the higher first quarter earnings. Increased 
income was also produced by the real estate 
and hotels sector. 





Canadian Pacific Limited's earnings 
increased sharply in 1987 and further increases 
are anticipated this year. Demand for pulp and 
paper, steel products and transportation services 
is strong and coal markets have improved. 
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Reuter and 


troubled tandem 
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XECUTIVES in West Germany hardly 
BY look like hardened gamblers. But two of 
the most important, Mr Edzard Reuter and 
Mr Alfred Herrhausen, are locked into a 
ie with the highest of stakes. For better 































Herrhausen helps spin... 
Deutsche Bank 
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or worse, it will do much to shape the West 
German économy in the 1990s. l 

The two men have much in common 
(though not their politics—see box on next 
page). Mr Reuter, aged 60, is head of Daim- 
ler-Benz, the country's biggest: industrial 
group with sales last year of DM67 billion 
($37 billion) and 326,000 employees. Mr 
Herrhausen, aged 58, is chief of Deutsche 
Bank, the country's biggest bank and Daim- 
ler's main shareholder (with a 28.5% stake). 
Both are eloquent, abrasive and (rare in 
West Germany) foes of what Mr Herrhausen 
calls “the tyranny of the status quo”. 

Part of that status quo is the ingrained 
tradition that a good cobbler sticks to his 
last”. If this is a tyranny, both Daimler and 
Deutsche are certainly rebelling against it. 
Deutsche has been branching out from 
banking into broader financial services— 
venture capital. and management consul- 
tancy, property broking and mortgages. 
Daimler too, maker of the luxurious 
Mercedes cars, has diversified far beyond 
motor vehicles during the past three yeats. 


Until 1987 Mr Reuter was Daimler's fi- 


















































nancial chief. He became the main architec 
of a strategy which gave the company full 
control of MTU (an engine. manufacturer) 
and majority stakes in AEG (electrical goods 
and Dornier (aerospace). The cost was 
nearly DM3 billion—a sum which hardl 
caused a dent in the company’s balance 
sheet. When Mr Reuter beat Mr Werner 
Breitschwerdt, an engineering wizard: but 
only a half-hearted “diversifier”, for the top 
job last year, it was with the crucial backing. 
of Mr Herrhausen, who is chairman o 
Daimler's supervisory board. ` 
Both businesses seem to be following 
common logic: banking and carmaking are 
global industries in which a spread of activ 
ties can help you to compete. In banking 
that means offering existing customers à 
wider range of services, like mortgages or 
even insurance (a field Deutsche is thinking 
of moving into). In the automobile business 
it may mean learning from, and using the 
products of, an electronics factory to build 
better cars. : 
-That is the Reuter-Herrhausen theory. 
At the moment, it is an unconventional 
one. Most recent research suggests. that 
companies overestimate how much they can 
learn from companies they acquire, and how 
much they can gain from much-vaunted 
“synergy”. The Daimler group does not 
share these concerns and is-carrying on re 
gardless. Its subsidiary AEG has just paid 
$290m for the industrial-automation system 
of an American company, Gould. This rep- 
resents another step towards “the factory o 
the future" for Daimler, and gives it mor 
manufacturing capacity in America. Bu 
why is Daimler so firmly committed to 
diversification? ; 


Mr Reuter had a 


YTS : 39] 
... Reuter's web 1 
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twofold strategy. H 
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Chalk and cheese 


| BONN 


= COTQRILLIANT—but a bit too inde- 
i pendent” was Lenin’s verdict af- 
"ter meeting Mr. Edzard Reuter's father 
Ernst; a left-wing leader who went on to 
survive Nazi torture and exile to become 
mayor of Berlin. 
LA lot of conservatives 
say much the same today 
about the son. Mr 
Edzard Reuter, born in 
"Berlin ^in. 1928 and 
raised in Turkey during 
the war, is a passionate 
: Social Democrat who makes managers 
squirm with his lectures about preserving 
the environment and creating jobs. That 
he has becóme head of the group which 
makes luxury Mercedes cars and a lot of 
|p military hardware is one of the minor 
miracles, and supreme ironies, of post- 

: war West Germany. 
Because of his party diliatin Mr 
Reuter was passed over at least twice for 
the top job at Daimler, which he joined 
in 1964 and stuck to despite other tempt- 
ing offers. At one stage, when promotion 
“was in the offing, he was even asked by 
the company to sign à statement con- 
firming he supported the country's dem- 
ocratic order, an odd request indeed 
given his family history. He eventually 
became boss because there was no longer 
any denying he had the nimblest of 
» brains and because his vision of how 
© Daimler should develop convinced the 
= mightily - influential Mr Alfred 

^ Herrhausen. 





. ler-Benz, which may help per 


Politically the two are poles apart.: 
When Mr Reuter recently charged west- 
ern leaders with a "shocking lack of eco- 
nomic competence", few doubted that 
he had Mr Helmut Kohl, the Christian 
Democratic chancellor, in mind. Mr 
Herrhausen is a friend of Mr Kohl and 
advises him on» economic matters— 
though the impact of his counsel on gov- 
ernment policy is hard to discern. 

Despite that broad dif- 
ference the two execu- 
tives are said to. have . 
high respect for one an- 
other. While Mr. Reuter 
is a financial wizard: as 
well as an industrialist, 
Mr. Herrhausen i$ an industrialist who 
came relatively late to banking. Born in ~ 
Essen in 1930, he worked for a big utility, 
RWE, before moving to Deutsche Bank’s. 
managing board in 1970. He has not let 
his industrial connections. slip, and at 
one time even toyed with the idea of 
seeking the chief executive's job at Daim- 


his fas- 
cination with the company now. 

Mr Hetrhausen was Deutsche’s - 
crown prince almost from the start. He - 
became à co-speaker, in effect one of the’ - 
two chairmen, of the bank’s managing 
board in 1985. This month he passes a 
new milestone. The other speaker, and 
Mr Herrhausen's long-time mentor, Mr 
F. Wilhelm Christians, is retiring and 
will not be replaced. That leaves Mr 
Herrhausen alone at the top, a position 
of power in German business not seen 
since the days of the legendary Hermann 
Josef Abs who rebuilt Deutsche after the 
war. 


























“wanted. in-house expertise in the increas- 
ingly important field of electronics; and he 
thought the group needed a broader spread 
‘of high-tech activities lest car sales flag. This 
uggests there is a. tension, built into the 
trategy of diversification. If AEG is supposed 
o. help. Daimler build better cars, then 
Daimler should integrate its activities into 
he car-making business; if it is to be part of 
a- separate industrial group, then Daimler 
should leave AEG alone. So far, Daimler has 
tended to leave it alone. 

AEG is much the biggest of the group's 
acquisitions. with ‘sales of DM11.5 billion 
-and (in marked contrast to Daimler hith- 

erto) a wide range of products from defence 
equipment to washing machines. In the two 
“fields closest to Daimler, automotive elec- 
tronics and factory automation, AEG lags be- 
‘hind other -major competitors like Bosch 
. and Siemens. 
Daimler could help AEG catch up by giv- 


ing it some business which woul ld otherwise 
“have gone to outsiders. But it has to weigh 


e» 






the costs in cash and time. And its freedom 
of action has been limited: under West Ger- 
màn company law it is hard to overridé the 
wishes of dissident shareholders even if you 
own 6096 of the shares. That, though, may 
change. Daimler is in the process of raising 
its-stake in AEG from around 60% toat least 
15%. 

Daimler would like to raise its 65.5% 
stake in Dornier too, but that will be tough. 
Most of the rest of the shares are held by the 
Dornier family, which does not want'to sell. 
That matters because the family regards 
Dornier as a pearl in its own right, while Mr 
Reuter sees it mainly as a link in a West Ger- 
man (or European) aerospace chain. 

Mr Reuter reckons that Dornier (sales 
last year: DMI.6 billion) and its local aero- 
space rival MBB (sales: DM6.2 billion) must 
get together if they are to match interna- 
tional-competition. To help achieve that 
Daimler is ready to buy into MBB, but only if 
the government first fully covers the finan- 


cial risks. of the Airbus project in which: MBB 





is one of fouls partners. Even if that condi- 


tion were met (talks have been going on 
sporadically for many months) Daimler also 
faces tricky negotiations with its family part- 
ner at Dornier. 

Some critics claim that Daimler's board 
has been so busy trying to bring together its 


‘new empire that it has neglected its core ac- 


tivity. Similar accusations have been made 
at Deutsche, where some board members 
have.argued that' working on the supervi- 
sory boards of Daimler and other companies 
is à distraction from the main work at the 
bank. 

Daimler's executives deny the charges, 
but the car business has been giving them an 
unusually bumpy time. The new mid-range 
Mercedes series (200D to 300E) had teeth- 


ing troubles; arch-rival BMW (no diversifier 
- despite. political: pressure in its home state of 


Bavaria to get involved in MBB) has pro- 
duced a successful new luxury 12«cylinder 
limousine which even Daimlerites reluc- 
tantly admire. Moreover the West Germ 
car-market is faltering. Daimler's 1988 p. - 


~~ duction may fall below the 598,000 figure it 


achieved last year: 
There are successes to olke these disap- 
pointments. The group’s net profit for 1987 


' held up at around 1986s record of DM1.8 
billion thanks to West Germany's opaque 
accounting procedures. These figures un- 


derstate Daimler’s true earnings power. Mr 
Reuter has launched a cost-cutting and 
reorganisation campaign. with the help of 
McKinsey, a firm of management consul: 
tants. A new model Mercedes is on the way 
which, the company hopes, will wrest back 
the initiative from BMW. Last but not least, 
Mr Reuter is respected by his fellow execu- 
tives as his predecessor was not. 

That said, Daimler is not just any big 
company. It is the flagship of West German 
industry, just as Deutsche is of banking; the 
three-pointed star is a symbol of excellence 
the world over. Like it or not, Mr Reuter’s 
strategy puts the West German econom 
self on trial. Its failure would mean a loss ot 
prestige abroad and a blow at home, far 
greater than AEG’s financial. torment at the 
start of this decade. 

That would inevitably st back on 
Deutsche—and not’just through Daimler- 
Benz's share price. Mr Herrhausen has iden- 
tified himself closely with Daimler's new 
course by putting Mr Reuter in the top job, 
selecting Mr Reuter's heir-apparent for the 
early 1990s (Mr Helmut Werner, brought in 
from outside the company), and by helping 
to mould Daimler's new managing board. 
Deutsche and other big West German banks 
are often criticised for their overweening in- 
fluence on West German industry. When 
the results are good the criticism tends to fall 
flat. It will be a different matter if so spec- 
tacular a move as Daimler-Benz! s diversifica- 


tion fails. 
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Financial markets follow every twist and turn in America's index of 


How 


leading economic indicators. 


what is really likely to happen? 


HE slump in America's index of lead- 
ing indicators in late 1987 triggered 
fears of recession. The index has since re- 
bounded: good news for growth, bad news 
for inflation. In contrast, Britain's index 
of longer leading indicators has been fall- 


ing steadily since the middle of last year, : 


suggesting a slowdown in 1988. How 
much of an advance are these magic indi- 
ces.on the entrails of birds? 

Financial markets pounce on each in- 
dicator the second it is released. While sta- 
tistics such as industrial output and GDP 
simply reflect the current state of eco- 
nomic activity—or, more usually, that of 
several months ago— some indicators 
have a past record of providing clues 
about the future, The value of these so- 
called leading indicators (eg, building 
starts, new orders, surveys of business 
expectations and financial indicators) is 
that they tend to start falling well 
before the peak of an economic cy- 
cle is reached and start rising before 
the economy bottoms. 

Leading indicators can thus play 
a big role in economic forecasting. 
There is no point in a forecaster 
having a supetb model of how an 
economy works if he is in the dark 
about the current state of the econ- 
omy—if he can't even forecast the 
present. Long delays in the publica- 
tion of GDP figures and the possibil- 
ity of huge revisions means that the 
recent past must itself often be esti- 
mated. The timing of turning 
points is one of the least reliable 
parts of forecasting. If, unbeknown 
to the economist, such a change is 
already underway as the forecast 
begins, this will render the exercise 
useless. Leading indicators can fill 
the gap. 

Many industrial countries publish 
their own leading. economic indicators. 
America’s index includes 11 individual se- 
ries ranging from share prices to 
stockbuilding. The OECD has developed a 
system of leading indicators for 22 of its 
member countries. The composition var- 
ies from country to country, reflecting dif- 


` ferences in statistical systems as well as in 


economic structure. Individual indicators 
are chosen as follows. 

First, there must be a good economic 
reason for thinking that a certain indi- 
cator might lead the economic cycle: a sta- 
tistical correlation by itself is not good 


good are such indicators as a guide to 


ECONOMICS FOCUS 





enough. Second, the length. of time (or 
"lead") by which an indicator precedes 
turning-points in output should be fairly 
constant. And third, indicators should be 
published with minimum delay and be 
subject to little revision. The indicators 
which the OECD finds to be most often the 
best predictors of the business cycle are 
surveys of business expectations and mon- 
etary and financial indicators, such as 
stockmarket prices and interest rates. 

' To combine these diverse series re- 
quires some statistical juggling. Some se- 
ries, such as interest rates and stocks, need 
to be inverted so that they move in the 
same direction as industrial production. 
Next the secular trend is stripped from 





each indicator to reveal purely cyclical 
movements. The OECD then smoothes the 
series to eliminate erratic monthly move- 
ments and adjusts them so that all series 
have cycles of similar amplitude. This is to 
ensure. that an indicator with a pro- 
nounced cycle is not given undue weight. 
Finally, the series are combined with 
equal weights in a composite index. 

How good is the forecasting record of 
leading indicators? In a study* last year 
the OECD examined the accuracy of its 
own indicators iri predicting movements 
in industrial production. It looked both at 
their ability to predict turning-points and 


at how well they tracked industrial pro- 
duction during the course of each cycle; 

Generally, the OECD concludes that its 
composite leading indicators have per- 
formed well (the chart compares leading 
indicators and industrial production, | 
both relative to their trends). The indi- 
cators have rarely failed to signal turning- 
points. In most countries they lead indus- 
trial production by about six months; in 
Britain the lead is as long as 13 months. © 

The snag is that when the leading indi- 
cators are first published some of the com- 
ponents are unavailable or are only provi- 
sional, so the index may subsequently be 
revised over the coming months. The 
OECD publishes its indices as soon as at 
least 4096 of the component indicators are 
available. This incomplete index, in first 
published form, is the one used most for- 
forecasting. As a result, studies that look; 
at the predictive power of the completed 
series can be too flattering. Oddly, 
though, the OECD finds that in most coun- 
tries there is little difference between the ` 
predictive power of the incomplete lead- 
ing indicator and the final series. 

Despite this close historical fit between. 
leading indicators and industrial produc- 
tion, it is difficult to spot turning- 
points on the basis of the compos: 
ite indicators alone because average 
leads give only a rough guide. The = 
OECD suggests several further mea- 
sures which may help: the six: 
month change in the index of lead- 
ing indicators, the ratio of the .: 
leading indicator to industrial pro~ 
duction, and the ratio of the six- 
month change in the leading indi- ` 
cator to the six-month change in... 
industrial output. For example, the » 
OECD's leading indicator for Amër- 
ica did not itself reach a trough un: 
til November 1982, only a couple of. 
months before the actual low in in- 
dustrial production in January 
1983. However, the ratio of the six. 
month changes started to signal the 
trough as early as December | 
1981—ie, when the ratio rose 
above 1.0. Between 1960 and 1983 
these derived measures have successfully - 
predicted all cyclical turning-points. They 
have also given a number of false alarms. 

So when is the next recession? After’ 
rising almost continuously since the early : 
1980s, the oECD's leading indicators have 
fallen in most of the big economies since 
mid-1987— mainly because of the fall in 
share prices. Two of the three derived 
measures also signal that the peak of the 
cycle is past. A slowdown in growth looks 
likely next year . . . perhaps. 





* o&CD leading indicators, R. Nilsson. ogcn Economic 
Studies No. 9. ; 
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_ Japanese tourism 


Broadening the 
mind 


EW things respond more quickly to ex- 
change-rate changes than international 
travel. So one of the fastest-changing busi- 
nesses over the next few years should be Jap- 
anese tourism. This week provides a good 
_ opportunity to test the changes so far: four 
public holidays between April 30th and May 
5th straddled a weekend, and 51m people 


took advantage of that rarity in Japan— 


seven days off work—to have a holiday. For 
- the overwhelming majority, that meant a 
holiday in Japan. But 270,000 went abroad, 
25% more than at the same time in 1987. 
Hawaii, Hongkong and the west coast of 
- America were the most popular destina- 
tions, each attracting 40,000-50,000 free- 
spending yen-bearers. 

Foreign travel is likely to be one of Ja- 
pan’s growth industries in the 1990s. Or so 
__ the government thinks. In the mid-1980s Ja- 
pan was running an annual deficit on tour- 
ism of around $5 billion. In 1986 the gov- 
. ernment said it hoped this figure would rise 

- to $10 billion by 1991 and that the number 
of Japanese travelling abroad would double 
~ to 10m or more. This would mean maintain- 
ing a 2096 annual growth in the volume of 
international travel. 

At the moment, it is managing to keep 
up that pace (see left-hand chart); in the year 
to March 1988 the tourist deficit hit $9.7 
billion. More days off, higher disposable in- 
comes and fashion are encouraging more 
Japanese to take foreign holidays. The 
strong yen makes it cheaper for them once 
they are there (and opens their eyes to how 
expensive goods and services are at home). 
The Japanese overseas-travel market is now 
- worth at least Y2 trillion ($16 billion) a year 


The high-yen travellers 


and accounts for about one-fifth of the 
country's holiday business. 

Although more Japanese than ever are 
travelling abroad, the absolute numbers are 
still small. As recently as 1978 the govern- 
ment still imposed restrictions on overseas 
travel. It was not until 1986 that one land- 
mark—5m trips abroad—was reached. Last 
year the total was 6.8m. This year it should 
top 8m. As only four out of five of those 
trips are for holidays, that still means that 
barely more than 5% of Japanese take a holi- 
day abroad. Two Britons-in five take a for- 
eign holiday a year; 11% of Americans do 
the same. 

So the scope for growth is immense. 
The long-working Japanese take an average 
of only seven days’ holiday a year, which is 
even less than they are entitled to. Jardine 
Fleming, a securities firm, estimates that if 
the Japanese took all their holiday entitle- 
ment, then the. overseastravel market 
would increase by one-quarter. And if the 
entitlement rose from its present average of 


Travel agency market 
Market share, 1987 


JTB 34 
Kinki Nippon Tourist 14 ——————— | 


Nihon Travel Agency 12 ——, 
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A package waiting be unwrapped 


ten days a year to the American average 
19 days (let alone the West German one 
31 days), the market could double. 

What the Japanese lose in days spent 
abroad, though, they make up for in cash 
spent there. The average tourist spends 
nearly Y100,000 ($800) on shopping on 
each foreign trip. This is by far the highest 
spending per person by any nation's travel- 
lers. Japanese visitors to Hongkong are said 
to leave Japan with an average of 331b of lug- 
gage and return with 66lb. 

These big spenders are predominantly 
young—especially single working women, 
who account for 1896 of all Japanese tour- 
ists. They head for the shops and sand of 
Hongkong, Hawaii and California, while 
the next biggest group of tourists, men in 
their 30s, head for the sex-and-sand-traps of 
South-East Asia. 

Young, more adventurous, tourists are 

slowly changing the shape of the business in 
Japan. At the moment, it reflects the old 
days in which massed ranks of Japan 
tourists shuffled obediently around forei,.. 
cities. Package tours are the mainstay of the 
industry, and the top seven companies have 
an 80% share of the market (see right-hand 
chart). 
One-third of all tourist trips abroad are 
on package holidays; other kinds of group 
tours account for nearly all the rest. The Jap- 
anese tourist abroad can fly out on a Japa- 
nese airline, stay in a Japanese hotel, play 
golf on a Japanese-owned course, and shop 
in a Japanese-owned department store any- 
where from Singapore to San Francisco. 

Independent travel is fashionable 
among the young, but only for the wealthy. 
Air fares from Japan have not fallen to re- 
flect the yen’s rise. A return ticket from To- 
kyo to Hongkong costs ¥182,600 if bought 
in Tokyo; if bought in Hongkong it costs the 
equivalent of ¥83,700. On the Tokyo-Los 
Angeles route, the comparable prices are 
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6 É We have increased 
the price of.our pre-- 


viously announced 
tender offer for Staley 


Continental to $35 per. : T 
share. The acquisition |. 


is an important move in. 
an overall strategy to 
develop our worldwide 


sweetener business 5 5 : 


These Unaudited Interim Results 
do. not constitute full financial 
statements. Details of the Interim 
Report for the 26 weeks to 26th 
March. 1988 are being mailed to 
shareholders. — - 


Further copies may be obtained - 
from: C P McFie, Secretary, 
Tate & Lyle PLC, Sugar Quay, 
Lower Thames Street, London 
EC3R.6DQ, 





ally higher profits 
Unaudited Interim Results 1988 1987 
à 26 weeks to 26 weeks to ' 
26th March 28th March 
Pre-táx profits &43.8m $40.2m 
Interim dividend per 
$1 ordinary share 10.0p 9.0p 
Earnings per 
. $t ordinary share 30.3p 














Dividend and 
Earnings up — 





€ Significant improvement in. € Interim dividend increased by 
UK sugar refining 11% E 

€ Redpath Sugars results remain € Earnings per share up 16% 
very satisfactory Tx 

@ Sugar trading and malting 
businesses achieve substanti- 
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ercantile & General 
Reinsurance 


a very satisfactory year's trading’ 


Mr. EB. Corby, Chairman. 
















Salient points jn the Annual Report 1987 





*e Group profit for the year after —— *L e results are the most successful in 

taxation rose to £50.6 million. - our history. However because of 
uncertainties in regard to AIDS the 
post-tax transfers from our 
Long-Term Funds have been 
maintained at a similar level to those. 
of last year. 


** At constant rates of exchange 
General premium income increased 
by 7%, Life annual premiums by 16% _ 
and Continuous Disability pienam fee 
by 28%. 


%* Group net preittium thicome for 1987 * Our solvency ratio at tthe end of the 


was £603.4 million. er year was 67%. Total Shareholders’ 
Funds at that date were £1677. 
* General results are now showing a million. 
much improved position with a 
further increase in our operating * Total Group assets now v exceed £1850 
surplus. : . million. 


Copies of the Annual Report 1987. containing the Chairman’s Statement in full, and a Review of Operations 
for the year, can be obtained from the Secretary. 





The Mercantile and General Reinsurance Company ple. 
Head Office: Moorfields House, Moorfields, London EC2Y 9AL DES 





Sees Underwriting the future - worldwide ~ ae eat mee 


The Mercantile and General Group of companies provides a Worldwide reinsurance servic 
in all classes of business through its Head Office in the United Kingdom and subsidiary compas. 
Australa, Canada; South Africa and USA. 








¥330, 800 and ¥259, 100. 

With a restricted number of flights in 
and out of Japan (partly because airport 
space is tight; partly because government 
regulation is abundant), there is litele room 
for discounters. But if foreign travel is to 
double in the next three years, that must 
change—which would seem to offer oppor- 
tunities for foreign providers of cut-price 
airlines. The transport ministry's suggestion 
for “liberalisation” is that its three client air- 
lines (Japan Air Lines, All Nippon Airways 
and Toa Domestic Airlines) should increase 
their international charter business. 

Can such littleJapanism last? Many 
think the growing demand for travel by.the 
young Japanese, who are more price-con- 
scious than their parents, will force the pace 
of deregulation and open the market to for- 
eign. competition. And at the same time, 


many of Japan's powerful department-store, . 


railways and hotel groups (Seibu, Tokyu and 
Hankyu) are getting into the tourism 
iness. 


Information technology is increasingly. 


making the traditional travel agency obso- 


lete. Expertise in computerised marketing 


and distribution to niche markets is giving 
companies a competitive edge in the travel 
business. The departmerit-store: groups al- 
ready have these skills. It may not be long 
before they charter their own airliners and 
begin to transform Japan's foreigt-travel 
industry. 


-—- 





Mexican privatisation i 
Getting down to 
business 


MEXICO CITY 








grand mistakes—like President Jose Lo- 
pez Portillo’s nationalisation of the banks in 
1982. The final few months of President Mi- 
guel de la Madrid's administration may also 
be a tíme for a grand gesture, but this one 
could be a success. It involves denation- 
alisation, 

The Mexican government has long béen 
saying that it wants to sell off public-sector 
enterprises. But with a few exceptions—for 
example, the Presidente hotel chain, 
ship of the. government's touri 
ests--progress has been slow. President de 
la Madrid boasts that he inherited 1,115 
public enterprises in 1982 and by.1987 ‘had 











cut the number to 400. But most.of that re- : 


duction came from the dissolution of paper 


companies, the merger of little firms, or the | 
transfer of companies from federal govern- 
ment to state governments and to govern: | 


ment-afhiliated unions. The impact of all this 





HE dying months: of most Mejicait ad-. 
inistrations have been times for grand - 
nomic gestures which usually turn out to- 





TOKYO 


N MOST rich countries top rates of 

income tax are falling like trousers in 
a French farce. Not in demure Japan, 
where the top marginal rate of tax has 
‘beencut only to 60%, and it is applied to 
receipts from property sales that in other 

"countries would not be regarded as in- 
come. Recent figures show the huge sums 
that Japan's super-rich are meant to pay 
to the taxman. 

The property business is the place for 
togues and riches, Some 77 of Japan's 
100 top earriers last year were involved in 
property deals, mostly around Tokyo. 
Four of the ten cases of corpotate-tax 

"evasion also involved property firms. 

The man who reported the highest 


.. earned income in 1987 was Mr Hajime 


Kitame, the 53-year-old president of a 


1,500 square-metre plot of land in front 
of the bullet-train station in Yokohama 
and other property deals, he declared an 
income of Y6.7. billion ($54m). His in- 
come-tax bill, Y2.1 billion, may have 
been the highest in the world last year. 
Tax officials say that more than 








The taxman counteth 


timber company. Thanks to the sale of a: 





111,000 Japanese emoa üp at least 
¥10m each in income tax last yeat— 
23,000 more than in 1986. Of these, 88 
were ‘members of parliament, though © 
only one; Mr Juro Saito, made the:top- . 
100 list. His tax bill was ¥543m, after sell. | 
ing 283 square metres of land in Tokyo 
for ¥3:2 billion. j 

The first 16.in the list of the top 100 
taxpayers all made their ‘money from ` 
property development. The first indus- 
trialist is Mr Konosuke Matsushita, the | 
93-year-old founder of the Matsushita 
electronics empire, who comes in 24th 
with ¥731m, followed by Mr Shoji 
Uehara, chairman of Taisho Pharma- 
ceutical, at 28th with Y661m. Only 13 © | 
businessmen outside the property world 
made the top 100. 

«With these high tax rates in Japan, it 
is not surprising that tax evasion is a na- 
tional pastime, and that declared income 
and real income are not necessarily the 
same thing. The taxman says that the 
Japanese evaded a record ¥21.5 billion in 
income, inheritance and corporate taxes | 
in 1986. And that would be just the ones. | 
that were found out: 

Top of the corporate black list was . 
Mr Masao Kobayashi, a 60-year-old mon- 
eylender. The taxman says he tried to 
evade Y1.7 billion in taxes. Many people : 
caught dodging t tax were doing so to hide. | 
capital gains made on the stockmarket. | 
The worst alleged corporate offender was 
Dai-Ichi Building, a Tokyo property firm | 
that is said to have dodged ¥923m on its” 
property dealings. Little wonder that the 
taxmen want to shift the burden of the: jf 
country’s tax system from direct to` | 
harder-to-dodge indirect taxes. 














on the federal budget was small; so was its 
effect on government payrolls. 
‘As in other countries, the government 


wanted to sell its worst companies to the pri- 


vate sector first, while businessmeri wanted 
to get their hands.only on the best ones. 
Mexico added two problems of its own: a 
shortage of local capital, which meant that 
the most likely bidders for many companies 
were foreigners, and the close ties between 
the ruling party and the trade unions. Feath- 
erbedding at state-owned ‘companies has 
long been part of the price the government 
pays for union support; breaking labour 
contracts is politically difficult. 

Despite these problems, Mr de la Ma- 
drid is using his last year in office to reduce 
the government's role iri the economy. So 
far this year he has given the go-ahead for 


the purchase by Chrysler and Navistar: of a 


controlling interest in Diesel Nacional, à 
failing lorry builder; Japan's Kobe Steel is ac- 
quiring control of a joint venture in which it 
had been the government's minority: part: 
ner; and private Mexican investors have 
bought a smattering of smaller state co 
nies, including shipyards and sugar vet 
eries. All the same, the president's admirers 
said he needed a “spectacular” operation to” 
convince sceptics of his commitment to. 
privatisation. The operation has just been: 
mounted. 

On April 13th 7,000 workers at 
Aeromexico, a state-owned airline, walked 
out on strike in protest about the cancella- 


. tion of uneconomic routes and the sale of 13 


airliners. Three days later the government 
responded by declaring the money-losing 
company bankrupt; Aeromexico’s employ- 
ees were sacked and its remaining 28 jets put 
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up for sale. At least a dozen cities were left 
without an air service. Union leaders angrily 
asserted that Aeromexico's financial trou- 
bles were caused by its government-ap- 
pointed managers. 

Several fledgling regional carriers are 
emerging from the wreck, so the airline's res- 
ervation facilities, new jets and busiest 
routes may be revived. But the old 
Aeromexico, long a symbol of loss-making 
state enterprise, is no more. 

Just after this forced sale, the govern- 
ment put through a second, less controver- 
sial (but more expensive) deal which might 
be a model for future privatisations: the sale 
of a majority stake in Compania Minera de 
Cananea, a copper company. This 
privatisation used debt-equity swaps to sell a 
state company for the first time on a large 
scale. Grupo Protexa, a family-owned con- 

lomerate based in Monterrey, bought 
$910m of Mexican government foreign debt 
at a discount on the secondary market, at a 
cost of around $450m. It then used the 
$910m of assets it owned to buy the copper 
mine, Mexico’s biggest and one of the ten 
largest in the world. The most unusual as- 
pect of the deal was that the group obtained 
foreign financing from a consortium led by 
First Chicago: it is a long time since private 
foreign banks have lent large sums volun- 
tarily to anybody in Mexico. 

What might be next? Mr de la Madrid 
has said certain enterprises are untouchable: 
Petroleos Mexicanos, the Comision Federal 
de Electricidad (the national power utility), 
and Ferrocarriles Nacionales (the national 
railway). But his appointed successor, Mr 
Carlos Salinas de Gortari, is talking about 
privatising the telephone company. Other 
candidates include Mexicana, the country's 
other big airline; Fertimex, a fertiliser manu- 
facturer; Sidermex, Mexico's biggest steel 
company; and Pipsa, a company with a po- 
litically sensitive monopoly on newsprint 
supplies. Mr de la Madrid and Mr Salinas 
have long preached the virtues of a state 
business sector that is "strong, but not 
obese”. Mexico's state-owned industry is at 
last slimming down. 

—— | 
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SAO PAULO 


WEE Mexico is offering to sell 


state companies to international 
investors, Brazil is putting up more de- 
fences against foreigners. On April 28th 
an unholy alliance of left-wing politi- 
cians, businessmen and military men 
pushed legislation through congress lim- 
iting foreign ownership of mining com- 
panies (including those already in opera- 
tion) to under 50%. The law still has to 
be given a second reading, But barring 
an upset in the balance of power, it will 
make it on to the statute books. Foreign- 
ers with subsidiaries are likely to be given 
five years to reduce their stakes—quite a 
job since 470 foreign companies own the 
rights to 38% of the country’s mineral 
deposits. 
That is not the only new Brazilian 
protectionism. Local shippers will be re- 








Meanwhile in Brazil... 




















served 50% of the country's foreign traf- 
fic regardless of the measure's effect on 
freight costs. And congress passed a law 
prohibiting so-called risk contracts— 
deals struck between the state oil monop- 
oly, Petrobras, and foreign companies, 
allowing foreigners to drill for oil at their 
own risk in exchange for royalties on any 
discoveries. 

In all this, Brazil is rowing against the 
tide. The cost to the country is already 
apparent. On the same day that congress 
passed the mineral legislation, the coun- 
try's second debt-equity conversion auc- 
tion was held in Sao Paulo. The amount 
of debt bought for'conversion on to the 
stockmarket dropped from the previous 
auction's $1.8m to $200,000—a clear 
sign of the growing reluctance of inves- 
tors to put money into Brazil. 

















Television in America 


Broadcast blues 


NEW YORK 


Bo coming to television, the presi- 
dent of NBC, Mr Robert Wright, made 
toaster-ovens and washing machines for 
NBC's parent company, General Electric. So 
he knows something about mature, declin- 
ing markets. Now he is trying to use those 
skills to prepare America's biggest television 
network for tougher times ahead. This week 
he bought a toehold in a cable-television 


O Tempo! O mores! 





company called Tempo. Because it is steal- 
ing away NBC viewers, cable is at the root of 
the network's problems. Mr Wright reckons 
it is also a part of the solution. 

Taken together, the big three American 
networks lost 9% of their audience last year, 
over 6m viewers. The number of homes con- 
nected to cable, meanwhile, grew to over 
half of those with television. While some 
new cable customers simply use it to watch 
network shows, many watch special-interest 
programmes ranging from fishing to first- 
run movies. The three networks’ share of 
the television audience has declined to 


around 70%. Mr Wright thinks it could de- 
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To live like a king, one must gm. marble, a relaxing Jacuzzi 
first find his castle. 4 and a list of extraordinary 
For extraordinary guests services. Not to mention, a 
staying in our suites, the softest view unrivalled. 
pillows, the most elaborate _ Pan Pacific Singapore. 
dining room, the finest = Most extraordinary. 


MARINA SQUARE, 7 RAFFLES BOULEVARD. SINGAPORE 0103. TEL: 336-8111 29 PAN PACIFIC HOTELS An Ocean of Hospitality PAN PACIFIC-SINGAPORE 
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SKAF 





45,000 employees in 130 countries. 
But one language: Quality. Qualität. Qualité. Calidad. Qualità. Kvalitet . . . 


In the world of SKF 
everyone speaks the same language. 


GC7E1 


uality. 

It’s a key word for everyone at SKF. After all, we 
make our living from it. Not only in the products we offer 
but, of equal importance, in our service. 

It means that, though we speak some 50 different 
languages, ‘quality’ is a universal language within the 
company. And not only does every employee have a role 
to play in promoting quality, the same goes for our 
thousands of distributors. In every corner of the globe. 

The result of. this resolute commitment to quality 
has been to become the world leader in rolling bearings. 
And other precision products too. We have some 20% 
of the world bearing market — that's more than twice as 
much as our nearest competitor. 

And, although our roots are in Sweden, we are 
highly international. That is because quality is a language 
all people understand. 


SKF employs some 45,000 people 
from 130 different nations. Manufactur- 
ing takes place in 80 factories in 17 
countries. 

Apart from rolling bearings, SKF 
manufactures and markets cutting tools, 


SKE Something extra. 


grinding machines, linear motion pro- 
ducts, textile machinery components, 
aerospace components, fasteners and 
other mass-produced precision products. 

In every one of these areas, SKF has 
a leading position. 
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They’re spread across Australia. | 


In over 1250 computer-linked branches 
of the Commonwealth Bank, Australia’s 
leading bank. 

They can help you in every area of your 
business. 





Investments, mineral development and 
processing, tourism, the finance and rural 
sectors: wherever your interests lie. 


But first, talk to our local specialists who 
will advise you on all documentary, finance, 
and foreign exchange requirements. 


COMMONWEALTH BANK 





OF AUSTRALIA. 
Sydney, Tel 61 (02) 227 7111, Telex 120345. London, Tel 44 (01) 6000822, Telex 883864. Frankfurt, Tel 49 (069] 290 166, Telex 176997284. New York, Tel 1 (212) 8489200, Telex 177666. Chicago, Tel 1 (312) 8761200, Telex 4979902, 
Los Angeles, Tel 1 (213) 689 4702, Telex 4720573. Tokyo, Tel 8103) 2137311, Telex [28167. Singapore, Tel (65) 2243877, Telex RS20920. Hong Kong, Tel 852 (5) 22093, Telex 60466: 








cline to as little as 60%. 

His counterparts at CBS and ABC are not 
so pessimistic. CBS’s Mr Larry Tisch thinks 
the networks’ decline is over. Having cut 
costs and sold off diversified subsidiaries in 
publishing and record-making, he now ex- 
pects smoother sailing. ABC’s Mr Tom Mur- 
phy already owns most of America’s biggest 
cable company, sports specialist ESPN. So Mr 
Murphy has devoted his time and money to ' 
increasing ABC's share of the prime-time 
market from third (where it languished for 
four years) to second, a position it recently 
wrested from CBs. 

Mr Wright has more scope to think 
about diversification. NBC tops the popular- 
ity polls, and thinks profits this year will be 
at least $300m—more, probably, than its 
two rivals combined. So in addition to mass- 
market programmes like "The Cosby 
Show" and “Cheers”, NBC is experimenting 
with programmes aimed at market niches. It 
' yroducing a children's show for Disney's 

le channel, and starting to produce mov- 
ies for the cinema (though its first effort 
flopped). The acquisition of Tempo will give 
it new opportunities to develop 
narrowcasting skills—and to learn how: to 
use them to support the network’s broad- 
casts rather than to compete with them. 

At a price of $20m, Tempo cost NBC lit-- 
tle more than a year’s production of a prime- 
time drama. With 12m subscribers, Tempo 
is only one-quarter of the size of cable indus- 
try leaders like ESPN or Mr Ted Turner's Ca- 
ble News Network. But if NBC can make 
Tempo grow, it should also be able to reduce 
the decline in its network audience. 

Winning new cable viewers, though, is 
only half of the problem for-NBC. It must 
also work out how to do that without cut- 
ting into its own broadcast. audience. The 


backbone of NBC's business is over 250 . 


"affiliated" independent television stations 
which broadcast NBC's programming in re- 
n for a slice of the advertising time and 
ney. While switching viewers over to 
Tempo may be a zero-sum game for NBC, it is 


damaging :for the affiliates. ABC's affiliates 


screamed. blue murder when Espn grabbed 
audience share by signing a deal. to cable- 
cast football games. NBC's plan boils down 
to an assertion that there is synergy between 
cable and broadcast television. It is not say-: 
ing how, 
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Computer reservation systems ` 
Booking fast. 


WASHINGTON, oc 


THILE governments fh shy of cross- 
border airline get-togethers, carriers 
are finding another way to become transna- 
tional companies: they are investing in one 
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computer- Teserv tion. Systems : 











. Room service 


“HONGKONG 


OTELS in Hongkong are crowded, 
noisy and making pots of money. 
Plenty of people are building new ones; 
-20 hotels are under construction, Which 
would take the total to 82 in 1990; à Japa- 
nese construction group, Kajima, has just 
announced a plan with Hongkong’s Al- 
lied Properties to build the biggest hotel- 
plus-commercial complex in the colony. 
With China's resumption of sovereignty 
in 1997 so close, is all this activity wise? 
The economics of hotel building sug- 
gests not. It will take around three years 
to get a hotel up and running with habit- 
able guest rooms, restaurants and a 
health club. With an occupancy rate 
around 7596, the initial cost might be re- 
covered within five-eight years. After 
that, an occupancy rate of 5576 might be 








“there ate sharp losses. You cannot sack 


“rising demand; and from Sri Lanka 


enougli to cover running costs. : 

So, if you plana Hongkong hotel |: 
now, when tourism is rosy, you will need 
it to be three-quarters full as 1997 ap- 
proaches. After 1997 nobody knows how’ 
many people will be coming to the ex-col- _ 
ony on business or for cheap shopping. 
Optimistic ‘hoteliers think that Hong- 
kong's tourist boom (the number of visie 
tórs rose 2196 last year) will continue af- 
ter 1997 because its merit as the gateway ` 
to China will improve; and its attraction 
as à shoppers Shangri-la will remain. 
Shopping is important. The biggest in- ' 
crease in visitors last year came from bar- 
gain-happy Japanese: around 40% more ` 
of them. © : 

: The hotel people need to be optimis: 
tic. When their business is good it is very, 
very good-—and when it is bad it isdread- 
ful, Fixed costs represent a high propor- 
tion of total costs. With occupancy rates 
now averaging 85%, Hongkong hotels 
are making big profits. The Mandarin 
Oriental group has just reported a 72% 
increase in profits to HK$245m ($31m) 
in its latest year. 

When the market slumps, however, 





3596 of the bellboys and waiters if occu- 
pancy rates fall 3596. Leaving the busi- 
ness is laborious and expensive, so over- 
supply can linger. Hence the tales of woe 
from Singapore, where too many hotels 
were built in response to early signs of 


where fear of two-legged tigers is keeping 3 
tourists away. 








(crs), the airlines’ electronic booking forms. 
In the first big deal, four European airlines 
and an American one have paid $500m for a 
49.996 stake in a system owned by Allegis, 
the parent company of United Airlines. 
More deals are likely. 

crs became the main method. of ticket 
distribution for airlines in America during 
the early 1980s after five carriers (American 
Airlines, United, TWA, Eastern and Delta) 


"set. up computer systems to provide travel 
agents with terminals on which to book tick- 


ets. CRS quickly became more than just a way 
to dominate travel-agent sales. It became a 
business of its own—and a profitable one. 
The biggest and second biggest systems 
are American Airlines’ Sabre and United’s 


. Apollo. They make their money by renting 
Out space to airlines and other companies 


(for example, hotels and car-rental firms). 
These companies sell their services through 
the system and pay fees for each service 
booked. The fancy software in the system 





also helps airlines juggle their fares to. 
maximise loads and revenues; for instance, 
by predicting how many seats to sell at a dis- 
count and how many to keep back for late- 
pene business travellers who pay full. 
ares. 

After saturating the American market, | 
the crs operators looked abroad, hoping t 
export their services round the world, 
Those hopes have been dashed. British Ait- | 
ways, for instance, 1efused to allow travel 
agents to use Sabre to sell its tickets in Brit- 
ain. Instead the European carriers formed | 
two rival systems, Galileo and Amadeus. At’ 
the same time two CRSs were set up in East 
Asia: Singapore Airlines, Thai International 
and Cathay Pacific have formed. Abacus; 
Qantas and Japan Air Lines are setting up 
one called Fantasia. Meanwhile American 
Airlines lias installed 1,800 Sabre sets in the 
travel-agent franchises of Japan's All Nip 
pon Airways. 


E Some of these fledgling regional cRss. : 
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now want to take on the Americans world- 
wide. The four European ‘partners in 
Galileo—British Airways, KLM, Swissair and 
Alitalia—together with an American air- 
line, USAir, have just bought nearly half of 
Apollo, a system which is compatible with 
their own Galileo. Apollo’s owner United 
(which does not fly to Europe) was a found- 
ing partner of the Galileo system and pro- 
vided it with software from Apollo. The 
$500m price which the five airlines have 
paid for their 49.996 stake in Apollo makes 
the bigger Sabre worth about $1.5 billion, 
according to some estimates. 

The partners in the other European 
CRS, Amadeus, include Lufthansa, Iberia 
and sas. It has also selected American soft- 
ware—from Texas Air's SystemOne. IBM is 
rewriting the software of the American sys- 
tem for the European venture. Amadeus 
and Abacus, one of the East Asian systems, 
are meanwhile planning to invest in each 
other's systems and swap CRS coverage. So, 
too, are Abacus and Pars (a crs now jointly 
owned by TWA, its originator, and North- 


west Airlines). 

This emerging global cross-investment 
is not what the American CRS operators had 
in mind when they decided to venture 
abroad. United Airlines (like American Air- 
lines) thought that it could singlehandedly 
cover the world with an electronic sales dis- 
tribution system. But the new strategy fits in 
better with the restructuring of United 
Airlines's parent, Allegis. 

Allegis has sold its Hilton International 
and Westin hotel chains and its Hertz car- 
rental business to focus more closely on its 
core airline business. The sales helped it 
gain “neutrality” as the owner of a crs that 
offers rival hotel and car-rental bookings. 
Now, by selling nearly half of its crs busi- 
ness, United has gained more neutrality. 
With that, its system could become more 
widely accepted. 

American Airlines is still trying to make 
its Sabre the international standard. It 
wants the American government to take ac- 
tion against British Airways for refusing to 
let Sabre be used to sell BA tickets in Britain. 





The American government could revoke its 
approval of a British Airways-United Air- 
lines code-sharing deal—a crs gimmick 
which involves both airlines using a com- 
mon flight number on connecting services, 
although passengers still have to change 
aeroplanes. The American government 
could also hold up approval of the European 
investment in Apollo. The government, 
though, seems reluctant to do either. 

Global crs links are quickly spawning 
other co-operative (and lucrative) arrange- 
ments among their many members. British 
Airways and United are planning more than 
just code-sharing, including joint marketing 
of their services. Lufthansa will train pilots 
for Iberia, one of its Amadeus partners. And 
SAS and Thai International are forging new 
traffic links in Bangkok and Copenhagen. 
Through crs, such partnerships may even- 
tually lead to international links between 
airline companies which most governments 
are currently blocking on the grounds ^* 
nationalism. 








! Not sporting 


IVERPOOL Football Club has just 
won its ninth English soccer cham- 
pionship in 11 years. All right-thinking 
people will trust that Mr Peter Suther- 
land, the EEC's commissioner for compe- 
tition, will not conclude that this is tanta- 
mount to a "dominant position" within 
the meaning of Article 86 of the Treaty of 
Rome. In other respects, however, Brus- 
sels should keep an eye on Liverpool, and 
every other professional soccer team in 
Europe. 

The problem is—you guessed it— 
1992. Once the European single market, 
of blessed anticipation, becomes fact, all 
EEC nationals will have the right to work 
in any country of the Community. This 
has terrified soccer clubs who think that 
rich Italian and Spanish clubs will there- 
upon snap up all the best players. Italian 
clubs at the moment are limited to two 
foreign players in each side, but will pay 
oodles for stars; Juventus of Turin (owned 
by the Agnelli dynasty) paid Liverpool 
more than £3m in 1986 for Mr lan Rush, 
a Welshman. 

In trying to satisfy those who would 
stop footballers from selling their skills 
where they wish in a frontier-free Europe, 
UEFA, the governing body of European 
soccer, has decided that no club entering a 
Europe-wide competition will be allowed 
to field more than four foreign players. 
This will probably be found to be illegal 
under European law; meanwhile, good 
sport may be had listening to British 
complaints. 


For UEFA has, logically enough, de- 
cided that as the four component parts of 
the United Kingdom each field a separate 
national side, a Scot must be a foreigner in 
England, and a Welshman in Northern 
Ireland. English clubs have traditionally 
poached players from all over the realm. 
They will now have to find players English 
born and bred, which will be tricky. Two 
years ago Liverpool's team had only one 
player qualified to play for England, and 
he was really an. Australian. Its current 
league-winners have only three or four. 

Liverpool epitomises how daft protec- 
tionism is when applied to sport. The club 
employs sundry Scots, a. Zimbabwean 
goalkeeper, a Dane with a Merseyside ac- 





cent, a Glaswegian who represents the Re- 
public of Ireland, and a Jamaican who 
plays for England. These players have 
united this year to give pleasure to mil- 
lions, yet when Liverpool plays in Europe 
again (at the moment it is banned, its fans 
having caused the Heysel stadium killings 
in 1985) only four of these players will be 
able to entertain the public. 

Moreover, the new UEFA rule would 
immediately kybosh the development of a 
global market in this most global of 
sports. This season has seen American 
soccer players at English clubs, while 
French clubs are signing new players from 
Africa. Luton won England's Littlewoods 
Cup last month when a Cape coloured 
scored two goals. It would surely be better 
for UEFA to drop its new rule before the 
courts force it to. 
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| COLD STORAGE HOLDINGS P.L.C. 


tnearporated in the United Kingdom) 
The acquisition of a majority shareholding 
by 
| and 5 


FRASER & NEAVE LIMITED 


was initiated and 
the vendors were advised by, 
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SUN HUNG KAI 
PROPERTIES LIMITED 


Placing 
of 
100,000,000 Shares of-HKS0.50 each 
í at 
HK$19.05 per Share 
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BARING SECURITIES 
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WARDLEY — THOMSON GROUP 
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BARING SECURITIES nd = 
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HONG KONG 
TELECOMMUNICATIONS LIMITED i 
` has become a wholly-owned. subsidiary of 













The Financial Secretary Incorporated 
has acquired an 11% shareholding in 


HONG KONG 
TELECOMMUNICATIONS LIMITED 













INCHCAPE (HONG KONG) LIMI 
An Inchcape Pacific Company 








in exchange for 
its 20% shareholding in 
Cable and Wireless (Hong Kong) Limited 


Financial advisers to 


Inchcape (Hong Kong) Limited 
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Long-term government 
bond yield 


Short-term 
interest rate 


United States |: 


Broad money supply 
% increase on a year earlier Ț 





Dearer money comes 


creeping back 


BONN, NEW YORK AND TOKYO 


IRST the good news. Financial markets 

are getting used to the idea that last Oc 
tober’s stockmarket crashes did not point 
inescapably towards a world recession: Now 
the catch. Since Black Monday the mone- 
tary authorities of America, Japan and West 
Germany have made it their top priority to 
keep interest rates down—to buoy demand, 
keep their economies moving and, above all, 
escape the blame for any slump that might 
be coming. In doing so they have met little 
or no resistance in their domestic bond mar- 
kets, Post-crash, the thoughts of higher. in- 


on that normally attend a drive. for... 


«nèr interest rates were far-from traders’ 


mínds. As fears of slump recede, both sides: 


of this equation are shifting. Central banks 
and financial markets now seem ready for 
dearer money. 

Continuing signs of economic strength 
in America—where the crash was expected 
to hit demand hardest—have brought the 
bond market’s inflation vigilantes galloping 
into view, Following a steady series of cheer- 
ful statistics, Treasury-bond yields have al- 
ready touched nearly 9.1%, compared with 


the 8.3% to which they tumbled after the» 


crash. Most recently the market has been 
impressed by unemployment claims (down. 
in April), car sales (up) and consumer. bor- 
rowing (also up). In the first quarter of 1988 
GNP grew by 2.3% at.an annual tate; some 
analysts are daring to predict 4% for the sec- 
ond quarter. With industrial capacity. al- 


z ready at close to full stretch, this i is the. stuff 


However, re bond: market i is probably 
less interested inthe outlook for inflation, as 
such, than in the Federal Reserve’s likely re- 
sponse to it; Mr. Alan Greenspan, the Fed's 
chairman, is reckoned to be sound on infla- 
tion, even in.an election year. Viewed in 
that light, America's domestic indicators are 
warning of higher interest rates. 

The currency markets seem to point the 
same. way. February's trade figures showed 


an unexpectedly large monthly deficit of 


$13.8 billion. They may prove to be anoma- 
lous (yet again), but for the moment the cur- 
rency markets have become more pessimis- 
tic about the dollar. With the risk of 
recession less pressing, interest rates can be 
used more readily to prop the dollar. So bad 
news on trade and good news on the domes- 
tic economy—which go hand in hand; 
linked by domestic demand—both suggest 
higher American interest rates. 

Most pundits on Wall Street expect 
bond yields to- climb. at least to. 9496 and 
probably to 942% before the May 10th Trea- 
sury financing, when the Treasury wants to 
shift some $2614 billion-worth of its debt. 
The view is that if the Japanese are to buy 
much of it, a generous yield will be needed— 
some fear as high as 10%. 

Another school of thought, not to be 
lightly dismissed, still- regards the economy 
as fragile. On this view, the risk that higher 
interest rates. will-kill-the recovery is still 
greater than the danger of inflation. Even at 
present levels bond yields. are beginning to 





-shrugged off the crash, its domestic debt- 


_stand higher interest rates. And Texas, in 


“in propping the dollar only if Japan and 
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stockmarket yielding only 342%. And surely 
inflation worries are premature, since prices 
are still rising at only 3% a year? What a pity 
if. false. signs of recovery and exaggerated 
fears of inflation sent bond yields back up 
above 1096—at which point, note, the gap: 
between bond and equity yields would be 
uncomfortably close to the seven percentage: 
points that helped cause the crash... 

All this is a horrible dilemma for. Mr 
Greenspan. Even if the economy -has 


burden. has left it in a poor state to with- 


particular, is- ready to stage a multi-billion. 
dollar- banking crisis. Nonetheless, all the 
signs are that Mr Greenspan has recently or- 
dered.a tighter monetary stance. 


Partners in co-operation E 
Higher iriterest rates in Muir will succeed 


West Germany keep theirs more or less 
steady. That would let interest-rate differen- 
tials widen in favour of the dollar, and stim- 
ulate:demand for. the currency. Alas, the 
Bank of Japan and the Bundesbank both 
have their own monetary policies to con- 
duct. Like the Fed, they are shifting—o: 
seem set to shift—towards tighter money. 

Since the crash the Bank of Japan's 
main aim has been to hold the yen steady 
against the dollar. To that end-it has held 
down interest rates, even when the ‘money 
markets tried to push them up in response. 
to seasonal shortages of funds. In the past 
few weeks, however, Mr Satoshi Sumita; the: 
Bank's governor, has been letting the mar- 
ket have its way on short-term rates. Some 
in Tokyo are asking whether his new inten- 
tion is for this to push long-term rates | 
higher too, in order to cap inflation. 

The Bank's spring Quarterly Economic 
Outlook hints darkly- that... "the. present 
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Greenspan tightens... 


growth rate of money is quite high from the 
viewpoint of securing price stability in the 
long run" and that “some risks exist that the 
pressure for price increases could mount be- 
cause of real and monetary factors”. Con- 
sumer prices rose by only 0.7% in the year to 
March, but they are sure to rise at least a bit 
faster in 1988. The three-year decline in 
wholesale prices seems to have come to an 
end; the government wants to introduce a 
value-added tax as part of its tax reforms; 
and the rise in land prices of the past 18 
months will feed through to the national in- 
flation figures. 

Underlining the Bank’s concerns is 
strong growth in Japan’s money supply. The 
broad measure—w2 plus certificates of de- 
posit—expanded by 12.1% (compared to 





. .. Sumita thinks about it 


the first quarter of 1987) in the first quarter, 
the fastest rise since the second quarter of 
1979, The Bank stressed that this was due to 
a shuffling of funds among types of bank 
and an increase in the build-up of idle cash 
balances by companies—but that probably 
does little to make it less of an inflationary 
threat in the Bank's eyes. The reins on com- 
mercial-bank lending have already been in- 
formally jerked. At à time when both output 
and the demand for loans to finance invest- 
ment are rising fast, that is bound to put up- 
ward pressure on long-term rates. 
Regardless of these signals, and what- 
ever its true concerns, the Bank insists that 
its policy has not changed: "The Bank of Ja- 
pan intends to maintain its present mone- 
tary stance",.says the new report. Nice to 








have that cleared up. Even so, American of- 
ficials are entitled to be quietly horrified at 
the thought that they may be seeing their 
own interest rates rise—but to no avail as far 
as the dollar is concerned. 

If they look instead to West Germany 
they will find, well; the same thing. The 
Bundesbank, which yields nothing to the 
Bank of Japan in its fear of inflation, has 
seen its targets for monetary growth shat- 
tered over the past two years. Lately this 
overshooting has been tolerated in the cause 
of low interest rates and a floor for the dol- 
lar. Now, with economic growth stronger 
than expected in the first quarter, together 
with upward revisions.to the forecasts of the 
"five institutes", monetary officials are be- 
coming nervous. 

Many traders believe that the central 
bank has no choice but to bring its own 
rates into line with those dictated by the 
market as soon as possible—which means as 
soon as American rates have made room 
it to be done without precipitating an im: 
diate dollar collapse and another furious 
row with Washington. The German banks’ 
current crop of advertisements may be offer- 
ing good advice: borrow now, it will be a 
whilebefore lending rates are this lowagain. 
as 





London property 


How the West 
End was won 


QUICK guide to London's office rents 
used to be fairly easy to draw: it was like 
a target, with the Bank of England as its 
bull's-eye with the highest prices. No longer. 

















TOKYO 


HE noisiest squabble at the annual 

meeting of the Asian Development 
Bank in Manila at the end of April was 
that between China and Taiwan. The 
most significant was that between Japan 
and the United States. 

The mainland Chinese, members only 
since 1986, reached their peak of pique 
when the Taiwanese delegates covered up 
their lapel badges—which now say merely 
"Taipei, China”—with blue-and-white 
Republic of China flags. To rub salt into 
the wound, while China asked the Bank 
for a $400m loan, Taiwan announced it 
was setting up a $1 billion fund for over- 
seas aid. Next year's meeting is due to be 
held in Beijing, which may bring even 
more political fireworks. 

The deeper rift in the Bank, however, 


No taxation without representation 


is between its two most important mem- 
bers, Japan and the United States. Each of 
them wants to lead it. Japan supplies a 
third of the Bank's money; the Bank's 
president (Mr Masao Fujioka) and much 
of its management. But it still has only the 
same voting power as America (12196), 
which makes the Japanese cross. 

In 1986, when the Bank's capital struc- 
ture was altered to take in China and five 
European members, Japan tried to get a 
bigger share of the votes, but was blocked 
by the United States. This year the Ameri- 
cans vetoed a Japanese attempt to increase 
its voting share to 16.496. Japan offered to 
raise its capital subscription to the Bank, 
saying that the Bank needed more capital 
urgently. 

The American governor, Mr Peter 








Macpherson, voted against this. He said 
the Bank's capital should stay unchanged 
until an independent review of how the 
Bank should operate in the 1990s has 
been completed and “fully digested", This 
report is being compiled under the chair- 
manship of Mr Saburo Okita, a former 
Japanese foreign minister. It is due some- 
time next year. The Americans may then 
demand another year for digestion. 

Mr Macpherson played down the role 
of the Bank, saying ít was not the pre- 
dominant lender in Asia, where the 
World Bank and bilateral donors play cru- 
cial parts. This annoyed the Asians. But 
there is a wider point. If Japan is to obey 
American calls to take on more of the 
responsibilities that its economic strength 
demands, then this new role has to be at 
the expense of the United States’ own in- 
fluence. It is the Americans at the ADB 
that are getting their politics and econom- 


ics muddled. | 
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| and the Colliers can be stood up, bashing 
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Wis the authorities in Britain or 
"America nab a Geoffrey Collier or 
, an Ivan Boesky and charge him with mak- 
ing money-by exploiting inside informa- 
tion, the loudest debate is over whether 
such villains should be sent to prison, or 
just fined and disgraced. Economists gen- 
erally keep quiet during such arguments. 
Granted, insider dealing is morally ün- 
pleasant. It often involves breaches of fi- 
duciary duty; when that is so, it canbe 
punished asssuch without qualms. Beyond 
that, however, there are two difficulties. 
The obvious one is that it is often hard to 
define who an “insider”—or his "vic- 
tim" might be. And then there is the 
horrible suspicion that insider dealing 
might actually serve a useful purpose. 
The matter has been argued through 
in a new study by Professor Mervyn King 
and Ms Ailsa Roell of the London School 
of Economics, with a rejoinder by Profes- 
sor John Kay of the London Business 
School*. The view that emerges is that al- 
though the moral case against the Boeskys 
them may do nothing to help 
stockmarkets work better. 

Stockmarkets, like all markets, are ma- 
chines for processing information. The 
faster information reaches them, the 
sooner prices can take account of it, and 
the better they work. When an insider 
knows something the stockmarket 
doesn’t, and acts on the strength of that 
knowledge, he moves share prices. closer 
to where they will be when the news even- 
tually gets out. As prices move closer to 
where they should be, decisions on the 
allocation of capital become more: eff 
cient. On this view, insider dealing acts as 
an economic lubricant. 

If the market as a whole gains in this 
respect, who suffers? Is it the person who 
sold the shares to the insider? Not neces- 
sarily. He would have sold his shares any- 
way; if anything, he will have gained from 
the spur to prices that the insider’s de- 
mand for the shares causes, albeit not by 
as much as if he had had the inside in- 
formation himself. A more plausible loser 
is the person who would have bought the 
shares if the insider had not nudged prices 
fractionally ‘up by entering the market. 
The trouble with this victim is that he is 
entirely hypothetical. 

In the light of all this, the case against 
insider trading is often made to rest on the 
supposedly self-evident need for “conf- 





dence’ in markets: they cannot work well 








Cheating is wrong. . . isn’t it? 


«Few investors need convincing that insider dealing is a bad thing and 
_ that rules to prevent it make sense. Some economists are not so sure 
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amid fears of frantic insider activity. This 
is not terribly. convincing. Tokyo's 
stockmarket seems to work well—and to 
command more confidence among inves- 
tors than most—despite (or because of?) 
plenty of what London and Wall Street 
would surely call insider trading. 


Rather than. pursuing this, Mr King 


and Ms Roell point to a différent group of 


: victims, and at the same time shed a help- 
^ ful light on the question of market eff- 


ciency. The immediate counterparty to an 
insider's transaction is generally a market- 





maker. If the insider had not come along, 


the market-maker would probably have 
held on to the shares concerned long 
enough to benefit from the price rise to 
come. In that sense he is a victim. In the- 
ory, however, market-makers should 
recognise that they will sometimes tangle 
with insiders better informed than them- 
selves. They will protect themselves 
against resulting losses by widening the 
spread between their bid-and offer prices. 
Fatter spreads in the aftermath of last Oc- 
tober's crash show that this form of com- 
pensation against risk happens in practice 
as well as in theory. ; 

As a result, if the amount of insider 
trading expands, so will the average bid- 
offer spread. The market as a whole then 
suffers by having to pay mote to conduct 


its business. This implicit tax on financial. 
transactions not only has victims, it is in^ 


efficient. Plenty of evidence suggests that 
the volume of trading on stockmarkets is 
sensitive to the cost of transactions. So 
any insider-dealing "tax" is likely to: be 
highly distortive. 


At this point, most right-thinking prej- 
udices on the subject could happily rest. 
Mr Kay, however, is still unhappy. He 
points out that regulators might adopt 
one of. three approaches to insider 
trading. 

First, they could try to enforce equal 
access to information. This, in principle, 
is the position of the British authorities. 


~ But it isa bit of a sham. The rules apply to 


true insiders (ie, those "connected" with 
the relevant'company), but not to what 
Mr Kay calls “quasi-insiders” (eg, securi- 
ties analysts, market-makers and journal < 
ists); Quasi-insiders are allowed (by law, 
though not always by their employers) to. 
act on unpublished information. It could © 
hardly be otherwise. Without such a dis- 
pensation the business of securities analy- - 
sis would have to shut down. To insist om- 
a truly level playing field for every 
: buyer and seller is, in the limit, ab- - 
surd: the only plausible common ^ 
level of knowledge is none at all. 

_A second course is to let insider. 
trading flourish. Then the draw- 
back stressed by Mr King and Ms“ 
Roell would come to the fore. Bid- 
offer spreads would widen, and the’ 
volume of trade would shrink, per- 
haps by a lot. The third option is 
the present approach—as it works ` 
in practice, rather than as it is ad- 
vertised. by the authorities. This 
tries to prevent deals by insiders 
but not by quasi-insiders. It there- ` 
*' “fore promotes a great deal of finan- 

cialmarket trading, and lets the securities 
analysts go about their profitable work. 

The open question is whether this is 

really more efficient than a relaxed atti- 
tude to insider trading. The current ap- 
proach fits the idea that stockmarkets are 
casinos, to which governments should en- 
sure access for all, and at the fairest feasi- 
ble odds. But, as Mr Kay says, “the 
stockmarket is not primarily a gambling 
venue... the efficiency of the capitali 
market is the principal concern.” In Brit- ^ 
ain it is a commonplace that closer rela- 
tions between firms and their financiers 
would enable capital to be allocated more ’ 
efficiently. For this to happen, the ideal of 


equal information will have to make fur- | 


ther compromises. The result could be 
more insider trading and a higher implicit | 


tax on transactions—outweighed, per- || 


haps, by the gain from a better use of capi- 
tal. Ridiculous thought: might popular re- 
vulsion at insider trading then fade too? 





*"Insider Trading". By Mervyn King and Ailsa Roell: ; 
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Westward high 


Office rents in the West End and City of London 





As the map shows, rents in the West End are 
now broadly in line with the City’s. 

According to Hillier Parker, a chartered 
surveyor, prime West-End rents at around 
£55 ($102) a square foot are still about 
£7.50 behind prime spots in the City. That 
gap is closing. A small West-End site in St 
James's, near The Economist's offices, has 
reputedly reached £70. A better benchmark 
for the West End is Lansdowne House in 
Berkeley Square, which has 176,000 square 
feet to let: it is trying to get rents of over £60 
a square foot. 

Some property buffs are betting that 
eventually the West End (particularly May- 
fair and St James's) will follow the example 
of midtown Manhattan and streak ahead of 
the “downtown” City. One reason is com- 
fort: the West End has better shops, the- 
atres, parks and easier access to Heathrow 
and Gatwick airports. And now that shares 
are traded by telephone instead of face to 
face, investment banks have felt able to set- 
tle in the west, including Salomon Brothers 
in Victoria, Morgan Stanley in Wigmore 
Street and several others. 

The other reason is supply. There are 
only around 6m square feet of offices under 
development in this large area, and little of 
that is in Mayfair or St James's. And unless 
Westminster Council changes its mind, 
around Im square feet of temporary office 
space will revert to domestic accommoda- 
tion in 1990. 

"So what?” argue City office-builders. 
Most financial institutions want to remain 
within easy access of each other. It is not be- 
cause City rents are falling that they are be- 
ing caught up: last year they rose by “just” 
47%, while the West End's jumped by 67%. 
Around £2 billion was ploughed into the 
development of land and buildings in the 
square mile. Morgan Grenfell Laurie, a 
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property-finance house, estimates that the 
current pent-up demand for around 5m 
square feet of office space in the City will 
not be satisfied until late in 1989. The rents 
on several small leases have topped £70. 

A good indicator for City rents is 
Broadgate, a 4m-square-foot development. 
Even though it is on the fringe of the square 
mile (by Liverpool Street station) it has the 
big, modern arenas needed for trading 
floors (which most West End offices do not). 
After the October stockmarket crash two 
prospective tenants—James Capel and 
Paine Webber—dropped out. But now 
Broadgate is selling well. One of its original 
tenants, Shearson Lehman Hutton, which 
pays rent below £30 a square foot, has sublet 
space to County NatWest at over £50. 

Yet the City is changing. Many financial 
firms that had assumed their workforces 
would grow by, say, 8% a year, have had to 
sack employees since October. Some of this 
slack has been taken up by others: in 1986 
80% of enquiries for space in Broadgate 
came from financial institutions; now 70% 
are coming from accountants or solicitors 
which, newly merged into bigger firms, want 
one large headquarters rather than being 
spread between several small buildings. 

Life may be more difficult after 1989, as 
supply pulls ahead of demand. Morgan 
Grenfell Laurie guesses that the total in- 
crease in City floor-space over the next five 
years could range between 8.9m and 11.4m 
square feet whilst demand might be as low as 
8m square feet. Morgan reckons that rents 
will rise to around £85 and then stay there. 
Less bullish observers say that rents will sim- 
ply fall. 

And there is also Canary Wharf, a 10m- 
square-foot development two and a half 
miles to the east of the City in Docklands. 
Its low rents of around £25 a square foot will 








Former bull's-eye 


be most attractive for financial back-offices 
or, perhaps, for industrial firms looking for 
a London headquarters. It is also trying to 
lure some of the City’s top-ranking front-of- 
fice tenants when it first becomes available 
in 1990. Canary Wharf already has two in- 
vestment banks now in the West End, Mor- 
gan Stanley and Credit Suisse First Boston, 
pencilled in as tenants. Mind you, many of 
CSFB's and Morgan Stanley's high-living 
staff say they will take the train to Dock- 
lands only if the rent saved is passed straight 
into their pay packets. 





Texas banks 


Over the brink 


pow in Texas are disappearing as : 

as flowers in a heatwave. Of the - 
American banks to have failed this year, 21 
have been based in the Lone Star state; last 
year Texas accounted for 50 of the 184 bank 
failures in America. Only one large Texan 
bank, Cullen/Frost Bankers, managed to 
get through the first quarter of 1988 without 
making a loss; at the other end of the scale 
Texas's biggest bank, First Republic, made 
the second-biggest quarterly loss in Ameri- 
can banking history—only Citicorp's $3 bil- 
lion provisioning against its third-world 
debts last year caused more red ink. 

This crisis will weaken the Federal De- 
posit Insurance Corporation (FDIC) which 
has only around $18 billion in its deposit- 
insurance fund. A New York brokerage 
house, C.J. Lawrence, reckons that the 
American government has already spent $6 
billion shoring up the sickest Texan banks. 
Unless the Texan economy—and, crucially 
for banks, the state’s property market—re- 
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covers, far more than that $6 billion will be 
needed to recapitalise bust Texan banks. 
Drexel Burnham Lambert, the investment 
bank that pioneered junk bonds, has al- 
ready noticed that helping the FDIC out in 
Texas could restore its reputation as well as 
proving profitable. Earlier this year it re- 
placed Morgan Stanley as First Republic's 
investment bank. 

Last month it stepped in to salvage the 
fraught rescue of First City Bancorporation. 
A rival investment bank, Donaldson Lufkin 
& Jenrette (DLJ), found that it had under- 
written $100m more in preferred and com- 
mon stock than it was able to find buyers 
for. So DLJ called in Drexel Burnham and its 
controversial junk-bond king, Mr Michael 
Milken. Drexel increased the interest rates 
on the preferred stock and then pushed the 
paper out to its usual junk-bond investors. 

Drexel's intervention saved the First 
City deal. Earlier, Drexel had been more of a 
saboteur. The investment bank was among 

' se arbitragers that bought high-interest 
it City bonds but refused to exchange 
them for the cash that Mr Robert Abboud, 
the former chairman of First National Bank 
of Chicago, was offering. 

Aware that the bonds were secured 
against the solvent banks in the group—ex- 
actly the assets that Mr Abboud was after— 
and that holders would have first claim in 
the event of liquidation, the arbs held out 
for better terms, which they got. Instead of 
getting rid of 9096 of the bank's $226m 
debt, Mr Abboud got rid of only 6896. That 
means debt interest will be higher for the 
recapitalised bank than Mr Abboud origi- 
nally forecast. The FDIC suffered because it 
had to assume all the contingent liabilities of 
one of the larger banks in the First City 
group. 

Originally, the FDIC intended to. put 
only $970m into the deal. The rest of the 
recapitalisation depended on three other 
sources: the $500m equity issue organised 

Donaldson Lufkin & Jenrette; the spin- 
uug-off of bad loans into a separate “junk” 
bank; and Mr Abboud's attack on the 
bank's costs. A full-blown rescue of First 
City of the sort used for Continental Illinois 
four years ago, might have cost the FDIC, ini- 
tially at least, more than $2 billion. In 1984, 
when Continental Illinois was nationalised, 
the regulators spent around $7 billion to 
stabilise the bank. But the net cost has now 
shrunk to around $2 billion. 

It will probably cost more, ultimately, to 
save First Republic. The bank's first-quarter 
loss of $1.5 billion leaves it with negative eq- 
uity of $334m. Restoring its equity to 
around 4% of its $28 billion in assets would 
cost about $1.4 billion. During the first 
quarter, First Republic took a loss on 
around. 7.596 of its non-performing assets. 
Suppose that eventually about a quarter of 
the bank's $4.5 billion in dud loans is 
charged off. That will cost $1.1- billion — 
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more if the bank’s loan portfolio goes on de- 
teriorating at the present rate. Also, the 
bank has a $1 billion deposit from the Fed- 
eral Reserve Board. 

The size of First Republic and the 
doubtful nature of a huge chunk of its as- 
sets—already the bank has recognised that 
19% of its assets are non-performing— 
makes an Abboud-style recapitalisation un- 
likely. The bank seems to be reconciling it- 
self to life in the shadows of nationalisation. 
Already the regulators have changed the 
bank’s -top management and replaced Mr 
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"Bum" Bright, the director who promoted 
the disastrous merger between Republic and 
InterFirst in 1986 (and principal owner of 
the Dallas Cowboys football team). 

MCorp, now Texas's largest indepen- 
dent bank, has loan-loss reserves equivalent 
to only 2596 of its $1.6 billion in non-per- 
forming assets. But unlike First Republic, 
MCorp has taken a harsh view on its assets 
for over a year. This conservative attitude 
perversely makes MCorp the most attractive 
bank stock for a gamble on an economic re- 
covery in Texas. 





J.P. MORGAN 


The Morgan Bank tries a 


cultural revolution 


NEW YORK AND LONDON 


One of the world's best-known wholesale banks, J.P. Morgan, is trans- 
forming itself into an investment bank, specialising in corporate advice and 


securities trading. 
should be warned that the c 


y other commercial banks want to follow it. They 
e has proved tougher than Morgan ex- 
pes Declining volumes of business and painful tradi 
o 


ing losses have made 


rgan shy away from some markets, most notably international equities 


Y NOW, J.P. Morgan has moved too far 

towards investment banking to turn 
back. When it realised that its blue-chip cor- 
porate clients needed fewer bank loans, 
Morgan had to make a choice: either stick to 
commercial banking and chase middle-mar- 
ket companies that still want loans; or stay 
with its traditional clients and become their 
investment banker. It chose the second and 
more aristocratic course. John Pierpont 
Morgan, who at the turn of the century built 
his father’s bank into the world’s most pow- 





Pierpont was no middle-marketeer 


erful, would have approved. In 1912 he told 
Congress that he “would not lend money to 
a man he didn’t trust”. 

Borrowers (apart from governments) 
may not be becoming less trustworthy, but 
lending is playing a declining role in the bal- 
ance sheet and profit-and-loss-account of 
J.P. Morgan. (Morgan calls its commercial 
bank Morgan Guaranty Trust.) The bank's 
portfolio of loans to commercial and indus- 
trial firms shrank from $15.7 billion at the 
end of 1986 to $12.7 billion at the end of 
1987. For several years, J.P. Morgan's ‘‘non- 
interest operating income"—earnings from 
trading currencies and securities, from se- 
curities investments, from advice and from 
managing money—has been catching its in- 
terest income. In the first quarter of 1988 
non-interest income was only $3m behind 
net interest income of $438m. 

In February 1986 Morgan introduced a 
new organisational structure to reflect the 
declining importance of its loan book. The 
corporate-finance group, under Mr Sandy 
Warner, now covers both lending and ad- 
vice. Mr Warner says that the bank will still 
lend to investment-grade borrowers, but 
that "just lending to BBB-and-above-rated 
clients is a bankrupt business. There are 
other banks prepared to lend for a lower 
margin than Morgan would demand.” 

So Morgan bankers who once made 
loans will now advise on, say, a yen commer- 
cial-paper issue swapped into dollars, or on 
making an equity investment in Brazil. 


Many of its bankers have been retrained. In 
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the London office since 1983 the number of 
"bankers" has dropped from 90 to fewer 
than 30, while the number working in speci- 
alities such as taxation and Eurocommercial 


` paper has grown. 


Because of the regulatory straitjacket of 
America's Glass-Steagall act, which keeps 
banks out of some underwriting and trading 
businesses, the thrust of Morgan's expan- 
sion into securities has been in Europe, and 
particularly in London. Since the early 
1980s Morgan has established itself as a top 
underwriter of Eurobonds. More recently 
the bank has built up its trading and sales of 
international bonds, and has grown to dom- 
inate the market for currency swaps. 

Muscling into these businesses has been 
a bruising experience. Two years ago Mor- 
gan was delighted to have become a top mar- 
ket-maker of perpetual floating-rate notes 
(FRNs). When prices in that market col- 
lapsed in late 1986 and early 1987, as inves- 
tors noticed that such notes are not really 
liquid, Morgan was left with large and 
unsellable positions. The bank had to regis- 
ter AA on these FRNs of about $50m in 
1987. 

In the swaps market Morgan's comput- 
ers failed to keep pace with the growth of its 
business. From spring 1986 until autumn 
1987 Morgan struggled with bugs in the 
software of a new swap-accounting system in 
London. This failed to provide information 
on the bank's exposure—its swap positions 
and hedges—to currency movements. Expo- 
sures had to be worked out manually; that 
was worrying, given the complexity of the 
maths involved. For a while Morgan had to 
slow the growth of its swaps book, which is 
now worth $80 billion-90 billion. 

Morgan's head office in New York then 
became worried about soaring costs and 
poor profitability in its 1,500-man London 
operation. In the: wake of October's 
stockmarket crash J.P. Morgan abandoned 
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plans to build up its international-equity 
group in London from scratch to more than 
40 people. Morgan also pulled back from 
talks about buying Wood Mackenzie, a 
stockbroker being sold by Hill Samuel. 

This strategic shift miffed some in Lon- 
don, such as Mr David Band, the Scottish 
chief executive. He and others thought Lon- 
don should have more say. Mr John Olds, 
the tough new head of securities in New 
York, who had responsibility for London, 
disagreed. Mr Band also resented being 
blamed for the problems in perpetuals and 
swaps. So in March he left to become chief 
executive of Barclays de Zoete Wedd. 

Morgan has now pruned several areas of 
its securities business. It has pulled out of 
some Eurocommercial paper programmes 
on which it acted as dealer, and has aban- 
doned the trading of non-sovereign FRNs. 
Morgan's redeployment of capital and peo- 
ple away from several capital markets has 
dented morale among its securities staff— 
now totalling 2,500 worldwide. Poor bo- 
nuses at the end of last year did not help. In 
areas such as swaps and Treasury options (a 
new unit in New York which has lost 
money) there has been a string of depar- 
tures. Some quitters rate Morgan as short- 
sighted for cutting back while the markets 
are sticky. Next time the markets flourish, it 
may be hard to jump back in and capture a 
leader's share. 

Some of those leaving Morgan question 
the bank's long-term commitment to securi- 
ties. Mr Olds agrees that the tactics have 
changed, but says the long-term goals have 


not: 


Virtually everyone became over-extended in 
the bull market, and we were no exception. In 
my judgment the global equity market is going 
to develop more slowly than many people 
think. London can no longer be considered as 
the sole centre of the international securities 
business, and so it should not be regarded as 
the only measure of our expansion. We are ac- 
tive in places like Tokyo, Zurich, Paris, Frank- 
furt, Hongkong and Australia, and we want all 
our securities operations to get in sync. So we 
are shifting some experienced people to new 
places and others into new disciplines. 


Can pay, won’t pay 

The old corporate culture of the House of 
Morgan stressed teamwork, and discour- 
aged individual stars. It emphasised the 
long-term interests of clients, rather than 
the short-term gains that might come from a 
particular deal. It made the bank a “nicer” 
place to work than many other financial 
firms. Morgan’s move from commercial to- 
wards investment banking now means that 
its executives must work with shorter time- 
horizons, and that there is now a premium 
placed on individual creativity. Some Mor- 
gan values still hold, but the bank cannot 
remain a gentleman’s club if it is to compete 
against rival investment banks. Life is be- 
coming tougher. Second-raters are being 








... and the new 


given their cards. Mr Robert Gray, an 
glishman who runs Morgan's Tokyo sec: 
ties affiliate, says the bank has become less 
leisurely because of the shorter timespan in 
which people are forced to act. "It is more 
frenetic and demanding than it was, but we 
still communicate across the bank better 
than other firms." 

The pace of change has affected Mor- 
gan's internal politics, although not as 
rudely as in some other investment banks. 
Staff fretted during a long struggle between 
the treasury and the securities division over 
the frontiers between them. The treasury is 
supposed to be responsible for trading in 
short-term securities, while the securities di- 
vision looks after the long term. Last au- 
tumn Mr Dennis Weatherstone, the bank’s 
president and an English foreign-exchange 
trader by origin, settled the dispute: Mr 
Kurt Viermetz, the treasurer, took control 
of securities operations in continental Eu- 
rope and of swaps—while Mr Olds wa« 
given responsibility for London and Tok 

The shift to investment banking nas 
weakened another Morgan tradition, that of 
giving all staff similar and relatively low pay. 
The bank used to avoid paying specialists 
more than other staff, since it liked to move 
people around. Mr Lewis Preston, the chair- 
man, says that has changed. He claims that 
pay at Morgan is now up with that at the top 
investment banks. “This change has been 
hard for a bank which belittles profit centres 
except as a management tool. You need to 
get the best people—yet that endangers our 
'one bank' philosophy." 

What happens when a specialist moves 
to work in a less highly-paid part of the 
bank? Mr Preston says that Morgan will no 
longer insist that he or she must move 
around. Any executive who does move will 
retain the same base salary. The bank still 
awards bonuses on a qualitative basis, to en- 
courage teamwork, rather than linking them 
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Preston prefers teamwork 


directly to an individual's contribution to 
profits. 

Morgan's new approach to pay has not 
gone far enough for some bright financial 
analysts. In some specialist areas of the capi- 
tal markets Morgan still pays much less than 
the top investment banks. Said one special- 
ist who recently quit: "Morgan is such a se- 
cure, comfortable environment that | accept 
you should get 2096 less than: Wall Street 
wages. But 50-60% less is too little." Mor- 
gan's reply is that those specialists who do 
well do earn plenty. Some high-fliers took 
home even more than Mr Preston's $1.3m 
in 1987. 

Even in mergers and acquisitions, an 
area in which J.P. Morgan wants to grow, 
the bank has not resorted to fancy salaries to 
attract outsiders. Mr Roberto Mendoza—a 
British-educated Cuban who, having pi- 
loted the bank's expansion in the 
Euromarkets, is now trying to do the same 
in the takeover business—says that his divi- 
sion has hired only two professionals from 
other firms. J.P. Morgan sticks by its tradi- 
tion of rarely buying outside people or firms. 
It would take too much time to "Morganise" 
them, says Mr Preston. If people leave the 
bank, says Mr Mendoza, it is usually for a 
reason other than money. 


Shaking the Street 

Some of its rivals feared that Morgan might 
use its capital base and lending power to 
boost its market share in takeover business. 
That is what investment banks such as First 
Boston are trying to do with their "mer- 
chant banking". Morgan does not. If it fi- 
nanced takeovers as well as advising on 
them, it fears it could face conflicts of inter- 
est. The Glass-Steagall act does not preclude 
the bank from taking equity stakes in take- 
over targets, but Morgan prefers not to. It 
lends little for leveraged buy-outs and bridg- 
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ing loans, believing that such things could 
be risky in a severe recession. Morgan sells 
itself as an adviser by saying that it does not 
hunt deals for deals’ sake, and that it will 
often advise against them. 

It is therefore not throwing its weight 
about, but is deploying its power to under- 
cut prices. What really shocked Wall Street 
when J.P. Morgan advised Hoffmann-La 
Roche on its unsuccessful bid for Sterling 
Drug in January, was not that Morgan had 
ratted on its relationship with Sterling; it 
had been much closer to. the Swiss firm for 
much longer than to the American one. 
What hurt was that Morgan charged low 
fees: $1m for advice and a further $7m if the 
takeover had been completed. Mr Mendoza 
believes that the investment banks have cre- 
ated an oligopolistic system for charging on 
takeovers. He says that Morgan’s fees will be 


more closely related to the value of the ser- 


vice provided, which means that they will of- 
ten, though not always, be lower than its 
competitors’. 

In consequence, Morgan's share of the 
takeover business is growing rapidly. Deals 
during the past year included advising Paine 
Webber when Yasuda Mutual Life bought a 
stake in it; BHP Petroleum when it bought 
Hamilton Oil from Volvo; sAS when it tried 
to buy British Caledonian; and SmithKline 
Beckman. when it bought International 
Clinical Laboratories. In the first quarter of 
1988 takeover advice played a big part in 
sending income from fees and. commissions 
surging to $196m—a 91% improvement on 
the same quarter of 1987. 

The Glass-Steagall act has* not pre- 
vented J.P. Morgan—and other commercial 
banks—from taking on the investment 
banks in several American capital markets. 
The bank can and does deal in Treasury 
bonds, some sorts of municipal revenue 
bonds, as well as those mortgage-backed se- 
curities that. are government-guaranteed. 
And in equity markets America's courts 
have granted commercial banks the right to 
provide a research and brokerage service. So 


J.P. Morgan Equities Inc is recruiting on ` 


Wall Street, and has applied to join the New 
York Stock Exchange: 


Even if the Glass-Steagall act staggers On. 
for a few more years, the courts may soon, 


offer banks some further solace. Section 20 
of Glass-Steagall says that no, bank affiliate 
can be "principally engaged" in the securi- 
ties business—except in those markets, such 
as government bonds, which are specifically 
permitted. Last year the Federal Reserve in- 
terpreted this as meaning that banks could 
underwrite and deal in commercial paper, 
all municipal bonds and all asset-backed 
bonds, so long as the resultant revenues did 
not exceed 5% of a securities subsidiary's to- 
tal revenues. 

The Securities Industry Association 
challenged this ruling in the courts, and has 
now appealed to the Supreme Court, which 












A long way to go 
J.P Morgan 





Source; Company reports 


is expected to announce by June whether it 
will review the matter. If it does not, the 
banks will be free to start up in these mar- 
kets, with the likelihood that the Fed will in 
subsequent years raise the 5% revenue limit 
to 1096. The banks would then apply to the 
Fed to be allowed into corporate bonds and 
equities under section 20. 

. Neither Glass-Steagall nor teething 
troubles in securities markets will deter J.P. 
Morgan from its long-term ambition of be- 
¢oming an international investment bank. 
But Morgan will advance more gingerly than 


‘before, and not on all fronts at once. Its 


main competition will no longer come from 
America’s other money-centre banks—ex- 
cept, perhaps, from Bankers Trust and 
Citicorp. It now has to compete with the 
short list of global investment banks. 

One disadvantage for Morgan is that its 
huge size—15,000 staff, 5,000 of d 
abroad—makes it unwieldy and slow-n 
ing. It has laboured long over organisational 
changes, and admits that it has moved into 
new markets such as Eurobonds and 
Eurocommercial paper later than it should 
have done. But size has its advantages. J.P. 
Morgan’s $5 billion of equity capital out- 
guns most of its non-Japanese rivals. It can 
afford to take losses and march on. Morgan 
is also more international than America’s 
leading investment banks: it has a broader 
foreign network and nearly all of its top 
managers have international experience. 
Three of the top six are non-American. It 
can claim to be better managed than many 
of Wall Street’s most illustrious houses. 
Morgan has as good a chance as any in the 
international investment-banking super- 
league, which is why some of its teething 
troubles should be a warning to others. 
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PRESENT BRITISH ROYAL FAMILY 


Contesting man’s inheritance 


UEEN VICTORIA had one bad gene 


and it went. along way. Fecundity, 


good marriages and the laws of hered- 


ity spread haemophilia—of which she was a 
carrier—throughout the royal families of 
Europe. Some 4,000 such diseases, caused 
by a defect in a single gene, have been identi- 


fied. Many others (including diabetes, 


manic depression and alcoholism): are 
used in part by several faulty genes. 
Theideal way to cure inherited disease 
would be to treat the genes themselves. That 
work ‘is now almost ready to begin. Scien- 
tists at the National Institutes of Health in 
Bethesda, Maryland, reckon that by the end 
of the year they will be ready to apply for 
approval to administer génes to infants suf- 
fering from a rare and fatal genetic disorder 
of the immune system, known-as SCID, ^ 
Why start with that? Consider. first the 
problems of tampering with man's genes. 
One snag is how to put in new ones. From a 
scientific point of view, an attractive way 
would be to inject foreign genes into an em- 
bryo. The new genetic trait would then pass 
to the child and its offspring, and so on for- 
ever. But, as a new study of gene therapy il- 
lustrates, scientists havé fought shy of this 
approach.*. Anything that affects. future 
generations would be too coritroversial. © 
A second way to put in new genes— 





called: somatic-cell gene therapy—affects 
only the people treated, not their descen- 
dants. Bur it is much harder to do. Cells are 
taken from patients, new genes are put in 
the cells; then the cells are returned. The 


snag is gétting the new genes to the part of © 


the body that needs them. 

Most gene therapists have concentrated 
either on SCID or on beta-thalassemia. Both 
are single-gene disorders and so could be 
treated by the introduction of a solitary 
gene; Infants with scip lack the gene that 
contains a coded recipe for the protein 
adenosine ‘deaminase (ADA). Without this 
protein, substances that damage the cells of 
the immune system build up in the body. 
Beta-thalassemia is caused bya fault in the 
production of beta-globin, which helps to 
carry oxygen arourid the body. Since both 
diseases.are blood disorders, they can be 
cured by endowing young bone-marrow 
cells, known as stem cells, with the right 
gene; Stem cells multiply in the body, giving 
rise to all the other blood-forming cells. 

` So stem cells are a good target for gene 
therapists. But how do you get the new 
genes in? The most promising way, devised 
by scientists at the Whitehead Institute in 
Cambridge, Massachusetts, relies on a type 


of virus called a retrovirus. The good thing 
about retroviruses is that they carry instruc- 
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tions which can stitch genes into huma 
DNA (the thaterial of which genes áre made) 
The bad thing i is that they. can also multi 
and activate “oncogenes” in the- body. 
Oncogenes can cause cancer. So scienti: 
have tried to build a syrithetic viral partic 
known as a viral vector, that can infi 
bone-marrow cells but. cannot produce fre 
retroviral particles. Building them ta 
three steps: 
@ Assemble.a-"construct". A construct 
composed of the desired gene—eg, the AD, 
-gene—and "promoters" to switch the ge 
on and get it working. 


the retroviral genes except one, dubbed Ps 
into their DNA. Psi is the genetic sig 
needed to complete the assembly of the 
retrovirus; without it the mouse cells canno 
produce retrovirus: . 
€ Put the construct into the engineer 
mouse cells, These cells then produce the 
tal vectors—which carry the ADA gene 
the other instructions it needs to get in 
human DNA—but not whole retrovirus 
The viral vectors can then infect bo: 
marrow cells and the cells returned to 
patient. Such vectors have been used to 
troduce both human ADA and beta-glo 
genes into mice. In both cases they work 
beta-globin proteins were synthesised in the 
red: blood cells where they are’ normall 
found; and in one experiment.the proteins 
were produced for half of the rest of th 
mouse’s life. However, in both ADA an 
beta-globin. treatments, the amounts of hu 
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“man protein produced were tiny. Scientists 
. at Baylor College in Houston seem recently 
to have done better than others in this re- 
-spect. But the amounts produced are still far 
. too low for gene therapy to cure humans. 
Dr French Anderson and his colleagues 
at the National Institutes of Health have 
also inserted ADA into monkeys. Their re- 
— sults have been disappointing, particularly 
- because the effects did not last for long. It is 
. possible that the ADA genes did not transfer 
d to the stem cells but to some other bone- 
marrow cells. Nevertheless, Dr Anderson 
- wants to perform clinical trials on SCID pa- 
tients soon. 
His critics point out that small quanti- 
— ties of retrovirus crept into the viral vector 
. Preparations in Dr Anderson's earliest ex- 
. periments. The construct and other viral 
.. genes in the mouse cells managed to realign 
and form a complete set of instructions for 
| making retrovirus. Dr Anderson's group 
thinks it can overcome this. It is keen to 
move on from monkeys and try ADA therapy 
on people because only people get SCID. 
Experiments with people might produce 
much better results than monkey trials sug- 
= gest. It could be that more ADA protein 
- would be made in man: when ADA is pro- 
-. duced in people, more and more cells of the 
. immune system that would otherwise have 
- been destroyed will survive. These cells in 
. turn can produce more ADA. 

Thus far scientists have trod carefully 
around gene therapy because its treatments 
_ are irreversible (whether they affect future 
paaien or just one patient). Also, they 
make people worry about mutants. But the 
mutant was Queen Victoria—hence royal 
3 haemophilia. As gene therapy gets closer, its 
En gets more enticing and caution 
seems more tiresome. No fewer than seven 
gone oversee it in America. Will safety- 
deprive the dying of treatment? 
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. Electricity in the third world 


A dark future 


EVELOPING countries have three- 
quarters of the world's population and 
use just 18% of its electricity. Four-fifths of 
their inhabitants live in rural areas with no 
electricity, so consumption per person is 
low: around 500 kilowatt hours (kWh) each 
ear, compared with 10,500 kwh in America. 
. But as a country develops, its appetite for 
. electricity gets keener. Since 1980 electricity 
consumption in poor countries has grown 
by an average of 796 a year (compared with 
less than 2% a year in rich countries)— 
largely because their industries tend to be 
energy-hungry processors and manufactur- 
ers, not less voracious service companies. 
How are electricity suppliers in the third 
world to cope with this increasing demand? 
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A Rs tale 


They are rather inefficient and their net- 
works often break down. On average, power 
stations in developing countries use 4096 
more fuel than their American counterparts 
and are fit for operation only 35-5096 of the 
time (compared with 70-85% of the time in 
industrialised countries). 

This makes electricity expensive to pro- 
duce, so governments subsidise it. An agri- 
cultural user in India pays just 2096 of the 
marginal cost of generation for his supplies; 
in Egypt, he pays 4096. Add such subsidies 
to the cost of building new power stations, 
and governments are left with electricity 
bills they can ill afford. On average, electric- 
ity companies in poor countries eat up 2096 
of government development budgets and 
their borrowing can amount to some 4096 of 
a country's foreign debt. 

A dilemma looms. On the one hand, 
poor countries need to make power supplies 
more reliable and more widely available. In 
India, for example, lost industrial output 
caused by power shortages in the mid-1980s 
cut GDP by 1.596 each year. Yet the tradi- 
tional response to shortages—building 
more power stations—may soon stall 

America's Agency for International 
Development (UsAiD) reckons that develop- 
ing countries' electricity consumption will 
grow by 6.196 a year over the next 20 
years—if the World Bank's "medium" fore- 
casts of 4.596 a year real economic growth 
are borne out.* The agency believes that if 
developing countries are to meet that de- 
mand they will need to build 1,500 gigawatts 
of new generating capacity. That would 
mean an investment of $125 billion each 
year, compared with the $50-60 billion a 


* "Power Shortages in Developing Countries" USAID, 
Washington, 1988. 
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year which poor countries are investing in 
electricity supply now, 

use these countries are straining to 
pay today's bills, doubling expenditure is 
out of the question. At present tariff levels, 
their electricity suppliers will generate only 
enough revenue from selling electricity to 
cover a fifth of their investment needs over 
the next 20 years. Loans from the World 
Bank and other development agencies will, 
at best, meet another 40%. 

The agency has two pieces of advice. 
First, developing countries should gradually 
withdraw subsidies on electricity. Low cus- 
tomer tariffs encourage high consumption, 
so government-owned electricity companies 
concentrate on building large power sta- 
tions, which are often unsuited to the needs 
of rural areas. Worse, low prices discourage 
private companies—which would build 
smaller, more flexible power stations—from 
entering the business. Involving the private 
sector, USAID reckons, is the key to improv- 
ing efficiency. 

Second, building new power statio: 
should take a back seat to conservation. Pa- 
kistan's Water and Power Development Au- 
thority calculates that by spending $170m 
on improving its power stations’ fuel effi- 
ciency, it could cut generation costs by 12%. 
And fitting capacitors to power cables could 
help stem transmission losses, which in Pa- 
kistan—not an extreme example—add up 
to 2796 of all electricity generated. 

Cheap, low-technology conservation 
measures can reduce consumption. Electric 
motors, which gobble more than 4096 of the 
electricity produced by poor countries, can 
be fitted with variable speed controls. These 
reduce consumption by 20-3096. Load man- 
agement—electrospeak for encouraging 
consumers to use “off-peak” power—re- 
duces power cuts and the need for new gen- 
erators. "Co-generation"—capturing and 
using the heat wasted by generation—has 
much the same effect. 

At present every 196 increase in a po 
country's GDP pushes up its electricity co 
sumption by 1.4%. USAID argues that cost- 
related pricing, together with conservation 
and efficiency measures, could reduce this to 
0.996 within 20 years. That would halve the 
number of new power stations needed over 
the period, leaving the developing countries 
with an annual investment bill little higher 
than it is today. 





The Great Attractor 


Quo Vadis? 


ALAXIES are gregarious but frus- 
trated. Due to circumstances beyond 
their control they normally move away from 
each other; yet still their gravity urges them 
to flock together. Over the past 18 months 
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statutory minimum wages in "Contrary to the rhetoric 
: ^om of the Dukakis presidential 
developing countries: Four campaign Lampes Book. ! 
country studies downplays the role of state 
Studies on the impact of statutory minimum wages government in Massachusetts’ 
have rarely been carried out in developing countries. heady economic boom of the 
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Brazil, Mexico and Sri Lanka—each illustrating a 
different approach to evaluation and interpretation. 
These will. provide. administrators and researchers THE 
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from Asia 

Technology and’ work organisation are changing 
rapidily, if uneventy, all Over the world: Pay practices 
tay be ‘modified before, during or after such 
changes-—or they may remain the same, at least in 
the shortterm. This book uses as a basis case studies 
of 17 enterprises in Asian countries and two country 
studies. if offers an analytical framework which 
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. some astronomers have claimed that a rally- 


giai u d aad La a rey m oz 


1 


ing of galaxies is happening on a hitherto 


‘unrecognised scale in our part of the uni- 


verse. They believe that the Milky Way gal- 
axy (with our sun in it), and most of its 
neighbours, are heading off towards some- 
thing they call the Great Attractor, roughly 


- 200m light-years away in the direction of the 


stars of the Southern Cross. 

This herd instinct is normally thwarted. 
The universe is expanding, so its galaxies are 
moving apart like the currants in a rising 
currant bun. From wherever in the universe 
you look, the galaxies will always be moving 
away from you; and the farther away they 
are, the faster they will flee. 

If galaxies were distributed evenly, that 
would be the whole story. But they are not. 
The mass in the universe is spread out un- 
evenly, and so there are more galaxies in 
some regions than in others. The galaxy-rich 
parts attract yet more galaxies. The Milky 
Way has been pulled into a cluster. of a 
dozen or so galaxies, called the local group. 
The local group, in its turn, is on the edges 
of the Virgo "supercluster". 

How a galaxy moves can be worked out 
from the colour of the light that arrives from 


_ it. If it moves away, the light it sends out is 


stretched, so it arrives on earth with a longer 
wavelength than it set out with—ie, it is red- 
der. Most galaxies farther away than the lo- 
cal group get this “red shift”. By and large, it 
increases with distance. 

If galaxies are trying to move together, 
then their red shifts will show it. A group of 
astronomers, known in the business as the 
seven samurai, thinks that they do. In one 
part of the sky, things in the near distance 


- are moving away too fast; opposite that, they 


are receding too slowly. This suggests an 
overall drift towards the region where the 
red shifts were peculiarly high, which im- 
plies something bigger than a supercluster 
sitting out there beyond them and pulling. 
The idea is supported by other evidence that 
the Milky Way is moving in a similar (but 
not identical) direction. 

The samurai were looking only at ellipti- 
cal-shaped galaxies. Another group, now led 
by Dr Jeremy Mould at the California Insti- 
tute of Technology in Pasadena, got similar 
results for spiral galaxies. That seemed to 
confirm the samurai's attractor, but there 
are complications. In the same direction as 
the putative attractor, but only about two- 
thirds as distant, is an extremely large 
supercluster (the Hydra-Centaurus super- 
cluster). According to the samurai and their 
elliptical galaxies, it is moving towards the 
attractor. Others are not so sure. 

Dr Mould thinks that there may be 
movements within the supercluster that are 
confusing the issue. Some other observers 
think that one part of it is falling into an- 
other part rather quickly, and that it is the 
Hydra-Centaurus supercluster that is doing 
all che attracting that the samurai see. 
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There are other ways to approach the 
puzzle. One is to take a map—drawn up, for 
instance, from infrared satellite data—and 
use it to calculate the attraction that each 
galaxy should feel as a result of the others. 
Dr Amos Yahil of Stony Brook University, 
New York, and Dr Mark Davis of the Uni- 
versity of California at Berkeley have made 
such calculations. They think that the 
movements reported by the samurai can be 
explained by galaxies less than half as far 
away as the Great Attractor. 

Such ideas endear them to cosmologists 
who are trying to work out why galaxies are 
there at all—that is, why the universe is not 
just a smooth cloud of gas with no bumps. 
Many purported explanations. for the 
bumps, invoking a form of matter known as 
"cold dark matter", have difficulty in ex- 
plaining anything larger than a supercluster. 
Larger scales of lumpiness, such as those im- 
plied by the Great Attractor, upset them. 

The samurai, at present going their sep- 
arate ways, are preparing answers. Dr Alan 
Dressler, of Mount Wilson Observatory in 
California, hopes to find galaxies beyond 
where the attractor may be: if they are reced- 
ing too slowly, it would show that they were 
being pulled back by the attractor. Dr Don- 
ald Lynden-Bell, of Cambridge University, 
is taking a different tack. He is trying to find 
out where the night sky is brightest, because 
it is common sense—and also good phys- 
ics—to think that that is where the most 
matter is. It seems to be brightest in more or 
less the same direction that the samurai 
came up with for the Great Attractor. It is 
hard to escape the idea that there is some- 
thing rather big up there. 





Racehorses 


Sire traits 


OULD the game be up for the Byerley 
Turk, the Darley Arabian and the Go- 
dolphin Barb? All the world's racehorses are 
descendants of these three Arab chargers, 
brought into Britain between 1687 and 
1729 to copulate with 37 of England's finest 
brood-mares. Since then, thoroughbred 
bloodlines have been zealously guarded 
against outside strains. Result: the most no- 
bly bred animals can be worth up to $40m. 
Disquieting fact: the average winning time 
in the Derby, and other classic races, has not 
improved at all since the first world war. 
One popular excuse for this is that 300 
years of breeding from the fastest horses has 
exhausted their genetic potential. In other 
words, racehorses are now inbred—an ex- 
planation that their low rates of fertility 
seem to support. Dr Patrick Cunningham 
and Mr Barry Gaffney, at Trinity College, 
Dublin, put this theory to a rigorous test. 
Begin with heritability, or h?, the extent 
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Genetic favouritism 





to which a horse's performance depends on 
the genes of each of its parents. A mare-h? of 
zero implies that a horse inherits none o^ 
speed from its mother; an h? of one me 
that it inherits the lot. The two geneticists 
tested heritability by using Timeform handi- 
cap ratings, which are calculated on past 
performance. These ratings, expressed in 
pounds, are meant to represent the weights 
that horses would have to carry for a race 
between them to end in a mass dead-heat. 

From a study of 31,000 horses racing be- 
tween 1961 and 1985 (reported in a recent 
issue of Nature), they found that perfor- 
mance is indeed a heritable trait, with a 
mare-h? of 0.39 and a sire-h? of 0.79. And 
they reckoned a genetic improvement in 
Timeform ratings of just under 196 a year— 
suggesting that racehorses are not too in- 
bred to get faster. But translated into dis- 
tances, this rate of improvement implies 
that the winner of the 1977 Derby should 
"beat" the winner of 1952 by 17 lengths. So 
why didn't it? 

Dr Cunningham admits that his esti- 
mates of heritability may be too high 
cause of other, non-genetic factors. For 
stance, one would expect the offspring of 
the most valuable sires to get preferential 
treatment—the cream of the country's 
trainers, vets and breakfasts—and so per- 
form better on Timeform ratings for non- 
genetic reasons. But he is sure that thor- 
oughbreds have a heritability of at least 0.2. 

It may be that although the top thor- 
oughbreds of each generation are not better- 
ing their forebears, the lowly nag in the 2.45 
at Folkestone is. Unfortunately, the history 
of such races is not well documented. Dr 
Sune Presson, at the Veterinary College in 
Uppsala, Sweden, suggests that top thor- 
oughbreds have run up against a physiologi- 
cal brick wall—perhaps a limit on the 
amount of oxygen that muscles can take 


up—which mediocre horses have yet to 
reach. Time for some new blood? 
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McCarthy lends Cohn his ear 


Un-American activities 


THE AUTOBIOGRAPHY OF Roy Coun. By Sidney Zion. Lyle Stuart; 284 pages; $18.95. 
CirizeN Coun. By Nicholas von Hoffman. Doubleday; 483 pages; $19.95. To be published 


in Britain by Harrap; £12.95 


O HATEFUL was Roy Cohn that it is 
hard to believe that anybody could 
e him more repulsive. Both Sidney Zion 
Cohn "autobiography" based on taped 
interviews) and Nicholas von Hoffman have 
done it—and created a mystery. How did 
such a creep become almost as influential 
and feared in America as J. Edgar Hoover of 
the FBI, another closet homosexual, super- 
patriot and fanatical anti-communist? 
Cohn first came to prominence as a 
young prosecutor in the trial in 1951 of Ju- 
lius and Ethel Rosenberg on charges of pass- 
ing America’s atomic secrets to the Soviet 
Union. If Cohn is to be believed, it was a 
show trial. He disclosed (no, bragged) to Mr 
Zion that the judge, Irving Kaufman, had 
told him before the trial opened that he had 
decided to sentence Julius Rosenberg to 
death. The judge took longer to make up his 
mind about Ethel. Concerned that he would 
outrage public opinion if he sent a mother 
of two young children to the electric chair, 
he telephoned Cohn from a public call box 
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to ask his advice on sentencing. Such con- 
siderations did not sway Cohn. He told 
Judge Kaufman that he was even keener to 
see Ethel fried than Julius. 

This sensational revelation from Mr 
Zion apart, Mr von Hoffman has produced a 
better informed as well as a better written 
book. He is especially good at describing 
Cohn’s starring role in the communist 
witch- and wizard-hunts in the early 1950s. 
Young Cohn was chief counsel to Senator 
Joseph McCarthy in the Senate hearings 
which, along with those of the House Un- 
American Activities Committee, destroyed 
the reputation and livelihood of so many de- 
cent Americans. The tainted included even 
the country’s top comedienne. Cohn had 
planted a story in Walter Winchell's gossip 
column, published under the headline “Lu- 
cille Ball named red.” Her husband, Desi 
Arnaz, had to go before the cameras to 
plead: "Lucy has never been a communist, 
not now and never will be... Lucille is 
100% American.” 


Yet when McCarthy was finally ruined 
by public revulsion against his tactics, Cohn 
continued to prosper as a fixer, political go- 
between and the fastest legal gun east of the 
Alleghenies. Only in the last few months of 
his life did his excesses (for instance, his rou- 
tine leaking of his clients’ confidences to 
gossip columnists) lead to his being dis- 
barred in New York. 

Cohn was then dying of aips. He in- 
sisted the disease was liver cancer. Although 
he was a promiscuous homosexual (the deck 
of his yacht was often packed with muscular 
young men wearing bikini briefs stuffed with 
Kleenex), he had lobbied against a gay-rights 
municipal ordinance in New York. He was 
similarly two-faced about his Jewishness, 
talking of “kikes” and calling his client Sam- 
uel ("Si") Newhouse, a newspaper magnate, 
"Jewhouse" behind his back. This self-hat- 
ing anti-semitism was bound up with his 
anti-communism. “Not all Jews are commu- 
nists,” said Cohn,"but most [American] 
communists are Jews.” 

Both Mr Zion and Mr Hoffman fail to 
come up with an even half-convincing ex- 
planation of what made Cohn tick. It is an 
excusable failure. He was spoiled rotten by 
his mother, with whom he lived until her 
death, but so are many other men and they 
remain human. The depths of Cohn's per- 
sonal inadequacies are*unfathomed, and 
probably unfathomable. 

Less excusable is the failure of either au- 
thor to explain how Cohn achieved public 
fame and fortune. To be sure, part of his 
success was based on fear. It took a brave 
man to tangle with an ally of J. Edgar Hoo- 
ver, who routinely used Cohn to place 
defamatory items in the press. But it was the 
friendship of leading politicians, and the in- 
vitations to the White House, that were cru- 
cial to Cohn’s standing. 

The reader of either book is left to juggle 
with the clues that are presented. Pieced to- 
gether, they suggest that the extremism of 
Cohn's political views’ was an embarrass- 
ment to many who used or befriended him. 
"Roy's idea of cutting down on welfare is to 
kill a beggar,” is how one of his friends put 
it. But the evidence presented by both these 
authors also suggests that his patriotism was 
never in doubt. Nor was the sincerity of his 
anticommunism. It also helped. that he 
made the right enemies—such as Robert 
Kennedy, who tried his best to ruin him. 

Cohn seems as a consequence to have 
benefited from a political double standard. 
Just as many political right-wingers find it 
hard to be unambiguously critical of South 
Africa or Chile, so they could not bring 
themselves to believe that Cohn could be all 
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bad. He was, with all his faults, seen by them 
as “one of us". They were wrong. Roy Cohn 
was as malign as the disease that killed him 
in the summer of 1986. 





Pakistan 
The dim-wit who 
never was 


THE PoLrmicaL ECONOMY OF PAKISTAN 
1947-1985. By Omar Noman. KPI; 218 
pages; £25 


INCE President Zia ul Haq came to 

power in Pakistan by military coup a de- 
cade ago, academic and journalistic silence 
has surrounded his rule. That silence is 
partly explained by his success; initially, 
hardly anyone expected him to stay. He was 
made chief-of-staff by Bhutto, it was said, be- 
cause he was thought too dim-witted to be a 
threat. Having overturned the predictions, 
he is usually treated now with a certain 
caution. 

Mr Noman divides President Zia’s de- 
cade into three phases. These suggest not 
long-term planning so much as intelligent 





flexibility. In the first two years of his rule, 
from 1977 to 1979, he promised elections 
which, for reasons he was always able to ex- 
plain away, never materialised. Then, after 
he had Bhutto executed in 1979, he adopted 
two strategies. He cracked down on the po- 
litical opposition and, at the same time, an- 
nounced that his government's mission was 
to turn Pakistan into the Islamic state it had 
never truly been. Mr Noman and many Pa- 
kistanis consider this strategy to be a cynical 
manipulation of religion to legitimise an il- 
legitimate government. 

By 1983 President Zia saw that he had 
not succeeded. A mini-civil war in Sind 
proved the growing unpopularity of his gov- 
ernment. The regime needed to acquire a 
democratic face; so, prudently changing the 
constitution to’shift power from parliament 
to president, General Zia held non-party 
elections and got himself a parliament and a 
prime minister. Even those who will never 
forgive General Zia admit that, compared to 
other governments they have had, the cur- 
rent one is unobjectionable. 

As Mr Noman points out, however, the 
government has problems which cannot be 
resolved by nifty political footwork. Increas- 
ingly, Pakistanis are retiring into separate 
ethnic and linguistic camps—a development 
which makes it more difficult to solve prob- 





Reading the entrails of 1987 


| HE Nuffield College election studies 
| are a strange art form. This one—THE 
BRITISH GENERAL ELECTION OF 1987*—is 
| the 13th in a series dating back to 1945. 
Their style is usually monochrome to the 
point of invisibility; the ghost of Theo- 
dore White has never passed this way. 
| They contain a good deal of narrative his- 
| tory and critical comment (“It was not one 
of her best performances"); but they sel- 
dom develop new ideas about the British 
political system. That said, they are in- 
valuable. British politics-watchers are far 
more indebted to David Butler, the series' 
principal author since 1951, than most of 
them probably realise. 
The 1987 volume, for example, reports 
that only 2796 of British daily-newspaper 
| readers see a pro-Labour paper; that the 
Conservatives spent nearly £5m on press 
advertising during the campaign; that the 
number of Jewish mps fell for the fifth elec- 
tion in a row, from a record high of 45 in 
1974 to 23 (of whom 16 were Tory, only 7 
Labour) that the phalanx of Old 
Etonians on the Conservative benches 
continues to decline (there are now 43); 
and that, whereas the proportion of ex- 
manual workers on the Labour benches 
usually rises when Labour loses (as the 
party is forced back on its safest seats), the 





proportion actually fell in 1987 to 2896, 
one of the lowest figures in Labour's his- 
tory. Mr Butler and Mr Kavanagh also re- 
port that Mrs Margaret Thatcher and Mr 
Norman Tebbit, the Conservative party 
chairman, were out of sorts with each 
other before the 1987 campaign started 
and that their relations steadily worsened 
during it; but everyone knew that already. 

The most significant findings in the 
1987 study— printed, inappropriately, in 
small type at the back of the book—ap- 
pear in a detailed analysis of the election 
results by two less well-known academics, 
John Curtice and Michael Steed. They 
document a number of developments— 
and non-developments—that are likely to 
go on being important in the 
1990s.Britain, they note, is increasingly 
divided into two political zones, with La- 
bour doing significantly better in Wales, 
Scotland and the north of England, the 
Conservatives better in the midlands and 
the south (especially in metropolitan Lon- 
don north of the Thames). One conse- 
quence of Labour's continuing strength in 
the north is that the Social Democrats' 
original 1981 aim of biting deep into the 
traditional working-class Labour vote 
(which the Liberals on their own could 
never do) has come to nothing. 





Much reverenced Zia 


lems through national consensus. The econ- 
omy is threatened by the government's fail- 
ure to raise taxes, the decline in job- 
opportunities in the Middle East, and ' 
sluggishness of private investment in a ct 

try where, after all, nobody is sure what is 
going to happen next. 

The objection to President Zia is not 
principally material. The country is un- 
doubtedly richer and freer than it was ten 
years ago, yet Mr Noman seems to feel that 


What Messrs Curtice and Steed call 
the “denationalisation” of British politics 
is also reflected in such phenomena as the 
rise of personal and tactical voting. Per- 
sonal votes, largely on the basis of self- 
publicity and constituency service, proba- 
bly helped the Tories hold on to half a 
dozen seats. But tactical voting cut the 
other way. The pattern is complicated, 
but many Labour voters appear to have 
switched tactically to the Alliance in 
places where Labour finished a poor third 
in 1983, and likewise more Alliance voters 
than might have been expected appear t 
have switched to Labour where the All 
ance was clearly out of the race. 

en necessary, Mr Butler's two col- 
leagues are also good at balloon-punctur- 
ing. Left-wing Labour candidates ("the 
loony left") did not do worse at the polls 
last June than their more moderate col- 
leagues: the Curtice-Steed calculations 
show that left-wingers, on average, put 
Labour's vote up by 1.296 more than 
right-wingers (although almost certainly : 
for reasons—such as regionalism—having 
nothing to do with ideology). Left-wingery 
hits Labour hard, but across the board. 
Electors who, despite the party's national 
image, have decided to vote Labour seem 
largely unbothered by the local Labour 


standard-bearer's political colouration. 

















*Macmillan; 379 pages; £29.50. 
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the past decade has been an insult to 
Pakistan: 


The hypocrisy is rude and has an element of 
farce. Western culture and values are deni- 
grated, yet $7 billion are acquired from the 
West in exchange for political allegiance; liquor 
is banned, but destructive drugs are permitted 
to be grown, processed, exported and con- 
sumed domestically because the revenues are 
too lucrative; ... a regime formed under a self- 
proclaimed transitory mandate finds itself, a de- 
= later, devising new strategies to prolong its 
rule. 


Mr Noman's clear and well-written book 
fills a gap on the political shelves. Its weak- 
ness—the absence of a general thesis—is un- 
derstandable: Mr Noman writes about a 
country that obstinately refuses to fit into 
patterns or fulfil predictions. 





Fyodor Chaliapin 


asso glorioso 


CHALIAPIN. By Victor Borovsky. Hamish 
oe 630 pages; £25. Alfred Knopf; 
45 


HEN God created Fyodor Ivanovich 

Chaliapin, it was said, He must have 
been in a good mood, for he brought joy to 
all. Yet there was little joy in the great sing- 
er's own early years. Born to a drunken peas- 
ant father (he carried the legend "Origin: 
peasant" on his passport) and an illiterate, 
exhausted mother, he came close to starva- 
tion before being rescued by Usatov, a for- 
midable Russian tenor who gave him, in a 
year, all the formal education he was ever to 
receive in music, literature, art and even ta- 
ble manners. By the time he was 25 he was 
singing at the Bolshoi and, on his first night, 
took more than 30 curtain calls. 
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~ Itis hard to pin down theatrical genius, 
but Mr Borovsky's method is better than 
most. Using a copious library of reviews and 
reminiscences and a magnificent collection 
of photographs, he has recreated each of the 
principal roles as they were played by the 
great man. In so far as Chaliapin's magic can 
be distilled, it contained three elements: a 
voice of wonderful, natural flexibility and 
richness in which the sense of a word was 
never sacrificed for the sake of a beautiful 
sound; an unparalleled skill with make-up 
that transformed his appearance and a dra- 
matic talent that would virtually hypnotise 
an audience. "With Chaliapin on the 
stage," ran his obituary in The Times, "we 
neither watched nor listened: we experi- 
enced with him." 

Chaliapin was a giant among opera sing- 
ers. He was appreciated by Chekhov and 
Tolstoy, admired by Rimsky-Korsakov and 
Stanislavsky and loved by Gorky and 
Rachmaninov. When he left Russia five 
weary years after the Revolution, only 
American critics expressed any reservations 
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about his supremacy. His one frustration 
was the impossibility of assembling a com- 
pany that could achieve his own high stan- 
dards. He dwarfed them all and was destined 
always to be the star, when his ambitions 
were for the success of a production as a 
whole. He may have been a little ahead of — | 
his time. - 
For so thoroughgoing a researcher, Mr 
Borovsky is curiously vague about some 
things—Chaliapin’s attitude to and behav- 
iour during the Revolution, for instance, his — 
movements after leaving Russia and his pri- 
vate life. But there are compensations. One — 
such is the description of Chaliapin’s first 
marriage to lola Tornaghi, an Italian balle- — 
rina, in 1898. After their rumbustious vil- — 
lage wedding the young couple retired, only 
to be awakened at dawn by a group of — 
friends performing a cacophonous sere 
on pots and pans, stove-lids and buckets. 
“Get up!” they shouted."Let's go into 
the woods and look for mushrooms.” The — 
conductor of the "orchestra" was Rach- 
maninov. 





Cinema meets soap opera 


The tyranny of money 


MANILA 


ORE talented film makers are at work 
in the Philippines today than at any 
time since the second world war. Few, how- 
ever, are behind the cameras, and those who 
are have gone down-market. Lino Brocka, 
the director with the biggest international 
reputation, once made disquieting films 
about the urban poor who live in cardboard 
houses and pick a living from rubbish tips; 
his film “Bayan Ko" was the story of a poor 
man who, obliged to pay his bills to get his 
wife into hospital, is forced to turn to crime. 
Mr Brocka now makes soap operas. His next 
is to be about a runaway nun imprisoned on 
suspicion of murder, whose bastard child 
(fathered by a man dying of leukaemia) is 
stolen by a wicked warder. It is called “Lord, 
Why Me?” Why, indeed? 

Even in the most repressive years of the 
Marcos era, outspoken and uncompromis- 
ing films could be made. Mike De Leon's 
“Manila By Night”, about pimps and prosti- 
tutes at their work, so infuriated 
Marcos (who was then officially “in control” 
of metropolitan Manila) that she insisted on 
changing the title to “The City by Night” 
when the film was shown in the Philippines. 
There was no question, however, that it 
would not be shown. Now Mr De Leon 
seems to have abandoned production. 

Film makers have not lost their nerve, 
although there is an element of caution 
about undercutting the fragile Aquino re- 
gime; they have lost their financial incen- 
tive. Historically, films have been a powerful 


cultural force in the Philippines, encourag- 
ing among other things the establishment of 
Tagalog as the national language. The - 
Marcoses, hoping to foster an industry in 
their own image, poured money into cin- 
ema. They built a Film Centre (now a crum- 
bling white elephant) to house a grandiose 
film festival, they set up the Experimental 
Cinema of the Philippines under the control 
of their daughter, Imee, allegedly to make 
quality films, and they authorised a system — 
of tax exemptions, rebates and rewards to 
encourage production. 

Much abuse arose from the Marcoses' 
flirtation with cinema. The Film Centre be- 
came a home for expensive pornographic 
film shows from which the government 
pocketed the takings, while the rewards for 
merit, which could amount to a total rebate 
of the stiff amusement tax, were diluted by 
kick-backs and rake-offs—officially de- 
scribed as “overheads”. 

For all that, some fairly good films were 
made, and the producers at least got some- 
thing. When Mr Marcos went, they were ex- 
posed again to a complex of levies that cu- 
mulatively amount to 42% of the box-office 
gross. That gross is tiny by western stan- 
dards, since it costs only about 60 cents to 
see a film even in the capital; and the cut 
taken by exhibitors, especially in the film- 
hungry provinces, is far more than their fair 
share. Vast numbers of un-numbered, unre- 
ported and untaxed tickets are sold that 
never return a cent to the producer, making 
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it hard to chalk up a profit however popular 
a film may be. 

As many people as ever crave the kudos 
and glamour of being a movie producer. 
New ones come and go faster than the eye 
can count, but only three companies have 
been consistently successful: Regal, Viva 
and Seiko. They account for about 80% of 
all the profitable Philippine films. But they 
take no risks. They make movies like “Whis- 
per to God” in which the heroine, twice 
raped, is blinded in a car accident, receives a 
corneal graft from her lover who is dying of 
cancer, marries a rich businessman only to 
see him and her illegitimate child gunned 
down.at the wedding by a jealous secretary, 
but prays to God for a miracle by which the 
child's life is spared. It is the box-office sen- 
sation of the year; everybody is trying to 
copy it. Even Lino Brocka, 

Good films will not return to the Philip- 
pines until somebody makes it worthwhile 
to take risks again. In practice, this means 
some relaxation of a confiscatory tax struc- 
ture. Film makers, too, could do more to 
help themselves, Eddie Romero, a veteran 
pragmatist and survivor, may be pointing 
the way in the co-production deals he has 
struck with film makers in Australia and 
China. His “King and Emperor”, a vast 
fresco about a visit by the King of Sulu to 
Beijing in 1415, is not a great film; but it 
kept its director busy and did not compro- 
mise his standards. 





Edgar Degas 


A word with Titian 


PARIS 


S THE huge Degas retrospective at the 
Grand Palais winds down and prepares 
to move on (to Canada in June, New York in 
September), how does the painter stand? 
His ballerinas are among the most repro- 
duced of all Impressionist images; but as De- 
gas himself said, they were only a pretext for 
his lifelong obsession with the rendering of 
movement. And although he has been iden- 
tified with the Impressionists, their ideas 
were largely at odds with his own. If he were 
the government, he once declared with 
characteristic acerbity, he would have a bri- 
gade of police keep an eye on people who 
painted from nature. 

More than most of his colleagues, Degas 
was firmly attached to older artistic values. 
His early works, such as "The Young Spar- 
tans" (in the National Gallery in London) 
are large historical paintings based on classi- 
cal subjects, although even here, prefiguring 
his dancers, he paid meticulous attention to 
the attitudes and gestures of bodies. All his 
life his avowed master was Ingres, whose ad- 
vice "to draw lines, many lines", he took to 
heart. 
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Bejazzled 


N RECENT vears the rediscovery of 

Charlie ("Bird") Parker, who played 
some of the best alto saxophone ever 
heard, has become a small industry. 
Feeding that industry is the continual 
discovery of original recordings, not 
made in the studio but captured on ama- 
teur taping equipment in the clubs where 
he was performing. These are curious, 
scrubby, surreptitious things, but they 
are sacred to the growing numbers who 
wish to hear every possible note that 
Parker played. (In his miserable lifetime, 
he would have been gratified.) To the 
fans, there are not many caches better 
than the 51 shellac discs and. 14 rolls of 
tape that turned up last week in 
California. 

The taper of this new material was 
Dean Benedetti, who died young in 1957 
and left the recordings with his brother. 
He used to wire the clubs carefully him- 
self, infiltrate his microphones through 
the ceiling and then lock himself in the 





lavatory with his recorder. He recorded 
only Parker, and could not get much that 
was worthwhile even of him; but Mosaic 
Records in Connecticut, which puts out 
limited-edition records of rare jazz, is ex- 
tremely excited. Jazz academics will pore 
over it. 

Less exciting, but more useful, is the 
news that came almost the same day from 
the Smithsonian Institution in Washing- 
ton, DC. The Smithsonian has acquired a 
huge cache of Duke Ellington material, 
including tapes of his band made at El- 
lington's expense (not, presumably, in 
the gents) and original orchestrations of 
his music. There are hundreds of these, 
ranging from "Awful Sad" through 
“Zurzday”, and it should now be possi- 
ble, after years of guessing, to play Elling- 
ton's longer works in the way he in- 
tended. At least Ellington wrote it all 
down. Parker had to be caught out of the 
air, and half the present cult, it seems, 
lies in the fun of the catching. 











For him, his dancers provided a connec- 
tion with antiquity: the only way, he once 
said, “to rediscover the movements of the 
Greeks.” Like the Greeks, too, he was ob- 
sessed with finding the structure beneath 
the surface. An entire room at the Grand 
Palais is devoted to his talent as a sculptor. 
This was something he kept secret, not least 
because the works were exploratory and of- 
ten fell to pieces in his hands. “The Little 
Dancer” of 1881, which a contemporary 
called "the sole truly modern effort in sculp- 
ture” was the only model he ever exhibited. 





Composition with housekeeper 


He also dabbled in photography, which in- 
trigued him with its power to capture a mo- 
ment and create, apparently by chance, a 
composition. He tried to do the same in 
paint all his life, until blindness overtook 
him. 

At the heart of Degas’s work lies his 
controversial rendering of women. Some of 
his most striking creations are devoted to 
capturing them in unguarded moments and 
unconventional attitudes. In his time, such 
treatments were criticised as unflattering at 
best, at worst cruel. He was accused of mi- 
sogyny. But in his weary laundresses at work 
or stocky women at their toilettes, there is as 
much tenderness as in his dancers. His p ` 
of view is one that is more acceptabl 
modern critics: that there is beauty in any 
movement of the body, however casual and 
unromantic, and that it is the artist's pur- 
pose to make that beauty visible. 

It is clear from this exhibition that De- 
gas led nineteenth-century painting away 
from both the insipidness and pretension of 
the Academy and from the potential form- 
lessness of Impressionist orthodoxy. In do- 
ing so, he created a modern classicism. De- 
gas would have concurred wholeheartedly 
with Cezanne's desire to “make of Impres- 
sionism the art of the museums.” It was with 
the art of the museums that he identified his 
own work. He once objected to a friend's 
reference to “you revolutionary painters.” 
“Don’t say that," he insisted. "We are tradi- 
tion itself, It can’t be said too often. And 
perhaps Titian will say a few words to me as 
he steps into his gondola.” 
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APPOINTMENTS 


HUMAN RIGHTS IN 
SOUTH ASIA 


Amnesty International needs a Researcher to investigate human 
rights violations in South Asia, including Sri Lanka, Pakistan and 
Bangladesh. She/he will document cases, prepare reports and 
advise on initiatives to be taken by Amnesty International 
particularly in relation to prisoners of conscience, trial procedures, 
treatment of prisoners and executions. 


Candidates must have proven research skills, an impartial 
approach, sound political judgment, the ability to work in a team 
and under pressure, together with first hand knowledge of the 
relevant countries. Familiarity with common law legal systems is 
also useful. Excellent English is required, and a knowledge of 
either Urdu, Bengali, Tamil or Sinhala is highly desirable. 
















Consulting Opportunity 
Experienced Marketing 
Professional 


Package Approx £23,000 


FF Consulting is an international management consulting 
organisation with offices in the United Kingdom, Australia, 
New Zealand, and South East Asia. 


We have an immediate need to fill a consulting position in our 
U.K. office. 


The successful candidate will have excellent communication 
skills, both written and verbal, qualifications to at least degree 
level, and, ideally, experience with retail chain, group or 











franchised network operations. 


Desirable age is 26-35 years, and the salary package is 
negotiable, including a car. A profit share scheme also applies 


” w a qualifying period. 
$ position is both challenging and rewarding. 


Send resume including salary history to: 


Chris Caddy, Director 
LF Consulting 
Farnaby Suite, 
16 South Park, 
Sevenoaks, Kent TN13 1AN, UK. 









MOBILISING FOR 
HUMAN RIGHTS 


Amnesty International is looking for someone to head a new 
unit responsible for developing Amnesty International's mem- 
bership world wide. The unit head will encourage recruitment 
with particular emphasis on a rapidly expanding membership 
in the third world. 
Working with regional teams, she/he will promote. effective 
means of servicing the unique. needs of an international 
embership, while broadening Amnesty International's appeal 
attracting membership from new areas of different societies. 
Candidates should have sound political knowledge, an under- 
standing of different cultures and experience of working with 
an activist membership organisation. They must have proven 
managerial ability and be able to work under pressure. Fluent 
English is essential, knowledge of other languages, especially 
French, Spanish or Arabic, highly desirable. 
Salary: Starts at £15,987 from September, rises to £16,770 in 
April 1989 (annual increments, index-linked). 
Closing date for receipt of completed application forms: 24 
June 1988. 


Interviews scheduled for week commencing 25 July 1988. 


For further information and an application form, please contact 
Personnel Office 
Amnesty International 
International Secretariat 
] Easton Street 
London WCIX 8DJ 
United Kingdom 

Tel: 01-837 3805 
(24hr answerphone) 






Salary starts at £13,987. pa rising to £15,325 pa (from 
September 1988, annual increments, index linked). 


Closing date for receipt of completed application forms July 8, 1988. 
Interviews scheduled for week commencing August 15, 1988. 


For further information and an application form, please: ; 
contact: 


Personnel Office, Amnesty International, international Secretariat, 
1 LC yo aii London WC1X 8DJ, United Kingdom. Telephone: (01) 
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VICE PRESIDENT FOR 
AGRICULTURAL AFFAIRS 


F. OE and nominations are invited for the position of 
Vice President for Agricultural Affairs at the University of Florida, 
Gainesville. A part of the State University System, the University 
of Florida is a Land-Grant:institution and à member of the Associ- 
ation of American Universities. 





Tre university's programs in food, agriculture, and renewable 
and natural resources are administered by the Vice President for 
Agricultural Affairs. who reports directly to the President of the 
University. The Vice President is the administrative head of the 
Institute of Food and Agricultural Sciences (IFAS) which encom- 
passes five major units: the College of Agriculture, the Agricultural 
Experiment Station, the Cooperative Extension Service, the 
School of Forest Resources and Conservation, and elements of the 
College of Veterinary Medicine. Through its Office of International 
Programs and the Center for Tropical Agriculture, IFAS also ad- 
ministers contract programs of technical assistance in agriculture 
and related natural resources to developing nations in tropical 
areas around the world. 


"Eis doctoral degree in an appropriate area of specialization 
is preferred with at least ten years of related professional work 
experience. Salary will be commensurate with experience and 
other qualifications. Submit nominations and applications no 
later than August 1 to: Dr. E.T. York, Jr., chairman, Vice Pres- 
ident Search Committee, Building 106, University of 
Florida, Gainesville, Florida 32611. Applications should in- 
clude a current resume and names of at least three references. 

The search is conducted in accordance with Florida's open meet- 
ing and "sunshine" law. 

An Equal Opportunity, Affirmative Action Employer 


international | University of Flo lorida | 
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UNIVERSITY OF GLASGOW 






. CONSULTANTS REQUIRED DEPARTMENT OF POLITICAL ECONOMY 
Eurotech International are expanding their register of consul- Lectureship EDT : 







tants interested in short to medium-term assignments in 
Europe and overseas. 


If you write English and are experienced in any of the 
following areas send your CV to: 





in Economics — 
(FUNDED BY TAYLOR COLLEGE) 


ications are invited from candidates 
jose specialism lies in any field. of 
economics, but a preference may. be 
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Economies Data Processing Technical Journalism the Academic Personnel Office, Uni- 
Engineering Biotechnology Glass Technology 








versity of Glasgow, Glasgow G12 
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(Mechanical, Electrical, 
` Electronic, Electro- 
Optics, Mining) 


Norms and Standards Geology 

Packa ing Machine Tools 
Food Technology Pharmaceuticals 
Medical Equipment ; 





















aapa on or before 3 June 1988. In 
please quote Ref No. 6139/1U. 


Senior Urban Planners 


Louis Berger International, Inc is one of the world's largest independent groups of consulting 
engineers and planners. 


We require the services of senior planners for work in developing countries. Applications ^ 
should describe experience on internationally financed projects in. developing. countries, 
professional background and registration, and any research in the broad aspects of physical 
planning. Any applicant should possess a minimum of five years’ experience as'a team leader - 
for an urban project in a devloping country. > ae 


Please write in confidence to LBII, 1819H Street, NW, Suite 900, Washington, DC 20006 to 






















the attention of E. Vakil. 












': Monsanto, a multi-national with interests in the Chemical and 
» Pharmaceutical Industries, with its European Technical Center 

at Louvain-la-Neuve in Belgium, has an opening in the 
Science and Technology Department fora (m/f) 


ORGANIC /PHYSICAL - ORGANIC - 
m CHEMIST 


The position requires a candidate with. a doctoral degree and 
post-doctoral or industrial experience. It would also be desira- 
ble that the.candidate has some experience in the applica- 
tions.of spectroscopic fechniques to research and 
development problems. : 


The successful applicant will have the opportunity to apply his 
expertise to a'wide diversity of industrial'and research pro- 
blems of the various Monsanto based businesses in Furope, 
including studies associated with the research and develop- 
ment for new products. It is expected the position will require 
much liaison with European university groups in the same field. 


Knowledge of English is essential with other European angua- 
ges being an asset. 


Interested candidates should apply, enclosing a full cv. to the 
Personnel Department, Monsanto Technical Center, 

Parc Scientifique, rue Laid Burniat, B-1348 Louvain-ta-Neuve, 
Belgium. 


iMonsanto 














dresses of three referees, should be: | 








~~ INTERNATIONAL 
.. EXECUTIVE 


Highly motivated entrepreneur; technical 
background, to develop growth potential 
|. of international consultancy in Washing- 
ton DC" and replace retiring: most senior 
artner. Desired investment approximate- 
y $150,000. 


“Contact Box 80, The Economist Newspa- 





pa 
per Ltd, 10 Rockefeller Plaza, New York, 
NY 10020, USA. ` 



















QUEEN MARY COLLEGE 
University of London 


Graduate Studies 
in Economics 


MSc in Economics of Latin. 
| America. For economists, plan- 
ners. and policy makers, from 
United Kingdom, Western Europe 
and Latin America. : 
MSc in Economics. Aims to ti 
professional economists for 
-reers in the private sector, hig 
education and government. 
PhD/MPhil. Supervision is of- 
fered in macroeconomics, micro- 
economics, development eco- 
nomics, labour .. economics, 
industrial economics; economics 
of Latin America. 


Recognised by ESRC. Scholar- 
ships available. 

Prospectus and application forms 
available from Higher Degrees 
Officer, Queen Mary College, Mile 
End Road, London E1 4NS. 





















University of Cambridge 


Department of 
Applied Economics 

To take up appointment on Octob 
1988, to work.on a project, headed 
by Professors Hahn and. Dasgupta, 
entitled ‘Risk, Information and 
Quantity Signals in Economic The- 
ory’. Applicants should have a first 
class honours degree with at least 
two years’ experience.and be profi- 
cient in mathematical economics. 
They should also possess analytical 
modelling skills and a gift for intu- 
itive simplification, and be keen to 
work with the leading theorists who. 
will be associated with the project. 
The appointment will be for one year 
with’ the possibility of reappoint- 
ment: Stipend: £9,260-£11,680 per 
annum. 

Further information may be obtained 
from the Secretary of the Appoint- 
ments. Committee, Department of 
Applied. Economies, Sidgwick Ave- 
nue, Cambridge CB3 9DE, to whom 
applications, including a curriculum 
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COURSES 








HOME STUDY COURSE in economics. 
A 10-lesson study that will throw light 
on today's baffling problems; Tuition 
free—small charge for materials. Write 
Henry George Institute, 121 E 30th 
Street, New York, NY 10016, USA. 


UNIVERSITY OF MANCHESTER 
INSTITUTE OF DEVELOPMENT POLICY AND MANAGEMENT 
MANPOWER STUDIES 


A three month professional level programme ín | Human eph Develop- 
ment for planners and managers in developing countries and aid agencies. 


19 SEPTEMBER -- 9 DECEMBER 1988 











LEARN FRENCH 


The interisive way and in real 
immersion: This means: living 
in one of the most picturesque 
regions of France and really 





























































becoming fluent. Also vacation Options include: 
and learning plan. Cultural pro- * National and Sectoral Manpower planning 
f gramme in Paris. Winter pro- " x (eH 
ESI gramme on the French Riviera. erson lanagement 
Taking the GMAT or GRE State age, goal level and time A and note of three speciaations: 
We CAN help available, US transfer credits. * anísational [ee PNE Planning 
ve ther The French and American d ime Development à T $ R 
Stu Center, BP 176, LI- or further information. contact Director, Manpower Studies Programme, -f 
Or AREEPOST Loca WE tone aoe 14104 — Cedex. IDPAM, University of Manchester, Manchester M13 9PL. Tel: (061) 275 _ 











2800. Telex 667461 COM CAB Attn: ADMIN 









London W5 4BR. 
3983 .FRANCE. Tel: 31.31.22.01. 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
for people who want to ba more effective and 








V - POSTGRADU TE OPPORTUNITIES - 
UNIVERSITY - 1N THE — OF 


SSALFORD Economics 












secure in their Jobs or Professions. Five taught courses offer tne chance to students Da ME range of : 
BACHEL TER'S o DOCTORATE. Degree acai ic and professional backgrounds to study for a pos ate quali 
ang your ie a wot princ C tiata to a tion in Economics. The length of each course is either one year full-time or two 
your job, military, training, industrial perio years part-time. 
vente orn taken. Noreen ae : * MSc or ADVANCED DIPLOMA IN PUBLIC SECTOR ECONOMICS 


Cur graduates are recogrizor fo ins sohvevervaris jn business and 
As you know industry, We will assist you in completing your degree requirements 
without formal classes or seminars al your own pace and time. 


MSc or ADVANCED DIPLOMA IN ECONOMIC DEVELOPMENT 
ADVANCED CERTIFICATE IN ECONOMIC ANALYSIS : 
Applications are invited from students wishing to read for an MSc/PhD by 
. research, on topics within the fields of Economics and Economic History. 


Segun Send det résumé on work He and scadeni experience for a no 
-For further — on all these opportunities pigs Postgraduate 
Department 


PACIFIC WESTERN UNIVERSITY ELE E 


500 N Sepulveda Blvd, Los Angeles, California 90048—Dept 137—-USA : - England. Telephone 061-736 5843, e. 31/535. Telex: 668680 (Sulib 
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international center 


E “1988 GENEVA 
SECURITY ANALYSIS AND 
PORTFOLIO MANAGEMENT PROGRAM 
This outstanding program has been followed in the past five years 
bankers, analysts, portfolio managers, and economists from over 1 


institutions and 30 countries, including major. Swiss and international 
financial institutions. A few places are sin available for: 


June 27-July 1; 


INTEREST AND EXCHANGE/RATE 
ECONOMICS AND FORECASTING | 


An intensive one-week course for professionals who have to generate ` 
or to use interest and exchange/rate forecasts and who wish to have a 
better understanding of the sources of interest and exchangé/rate 
movements and of the role of economic. policies. i 


September 12-30: 


BONDS, FINANCIAL FUTURES, 
SWAPS AND OPTIONS 
Week 1: 


BONDS 
Week 2: FINANCIAL FUTURES AND SWAPS 
Week 3: OPTIONS l 


This is a three-week course, but applications to weeks two.and three 
are also considered. The objectives of this course are to develop a 
practical yet rigorous framework for analysing. bond. investment, 
'tading decisions and transactions involving financial futures; swaps: 

and options. 


Further information: nal Center for Monetary and 
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1. Intensive study of the language 
(Minimum 34 lessons per week) 


-+ 


2. Constant practice of what you have learnt, every 


I 
i 
i 
day from 8 a.m. to 10 p.m., | 
E 
E 
I 
I 














with teachers present at mealtimes and in the evenings. 


TOTAL: 66 hours per week of immersion in the language - 


* Residential courses, every 
comfort. 

@ Private and group lessons. 
(Maximum 6 participants). 

€ Courses in Franch for young 

^ people during the holidays. 

























164, Avenue du Chateau, Nivezé - 8-4880 Spa - Belgium 
Tet. (432) 87/87 71 64 - Fax (+32) 87/77 36 28 - Talex 49650 ceran b 
MUSA Languagency - Tel: (203)287 - 1699 - Fax (203) 284 - 1827 





‘Box 36 CRIT Geneva 21. 
215 isi 22/33. 64 44 


INTERNATIONAL 
JUNIOR CAMP 


Gstaad-Bernese Alps 
Co-ed 6-14; July-August 


Chailly/Lausanne-Lake Geneva 
Co-ed 14-19, July-August 


High standard,’ sports activities, language courses, excursions, mountain hikes, 
summer skiing. - 


Folder and references: (TC, PO Box 122, CH-1012 Lausanne. Telephone 056-22 67 78. 
Telex IGOR 453 182 CH . 


x SCHILLER ~ 


erent enrol eens 
SCHOOL OF HOTEL MANAGEMENT 
EX tonpon EE Syswivzeriano Bb li strassourc 
Certificate of proficiency in Language and Hotel Reception 
' | year programme in London, Strasbourg or Switzerland. 


Hotel Operations Management Diploma 
1 year programme + 6 months internship in Strasbourg or 
Switzerland. l fh 


Hotel Term Abroad 
] semester programme in-Strasbourg or "Switzerland. 


ABA degree programme: 


2 years in Strasbourg. or first’ year Switzerland/second year E. 


Strasbourg. 


Language of instruction — English. « 
Practical training at our hotels in Germany and 
Switzerland. 

Accommodation on campus. 

BBA/MIM studies in London — MBA studies in Paris. 


SCHILLER INTERNATIONAL UNIVERSITY 
LING 11,:51, Waterloo Road, London SE1 BTX 
Tel: (01) 928 8484 Telex: 8812438 
Fax: (01) 620 1226 


(Schiller is an accredited member AICS, 
Washington DC, USA.) 


.. INTERNATIONAL PROPERTY 
SOL MED HOMES always has a range 


.0f new and resale. properties in the 
islands: of Majorca, Minorca, Ibiza and 


: Tenerife. Tel: 021-313 1038. 
E I SWITZERLAND 
Foreigners can buy on 


Lake Geneva 
(and neighbouring France) 


























TUSCANY 


Lucca, Massa, Pistoría, The béautiful.un- 
spoilt areas where farmhouses, mills. barns & 
medieval village houses ~ renovated or ready 
to enter ~ can still-be purchased at reasonable 
prices. Italian bank mortgages ‘available. 
Pisa, Florence, skiing & the sea within easy 
reach. Rainbow , 7 London Road, Old Strat- 
ford MK19 6AE, Tel: 0908 567707, Fax: 0908 
563289. Tix: 826294. . 

Come and see us at the Homes Overseas 
Exhibition, Stand. 18, Cumberland: Hotel, 
WIH. May 6,7 & 8; : 
























VACATION RENTALS : NC MTNS 
Privately owned homes CM CM 
High Hampton Inn and 
estate in Cashiers, No. Carolina, Long 
& short term rentals. Daily maid service. 
Use of inn & Club includes dining room, 
golf, tennis, lake, fishing, boating, fitness 
trail, hiking, evening entertainment and 
children's program. Call 1-800-334-2551 
{in NC 1-800-222-6954) 1-704-743-2411. 





at 64% interest for 5-20 years. 


REVAC S.A. 


52, rue de Montbrilant ~ CH-1202 GENEVA [E - 


Tel. 41.22/34 15.40 — Telex 22030 








CONFERENCE 








on May 25th. 


negligence insurance. 


COMPUTER SYSTEMS designed or 
selected to meet your business needs. 
Tel: 09274-27013. 





ALL KINDS OF BUSINESS. ADVICE 
and. asset ment undertaken. 
Write to. Chipher. 22-3788, Publicitas, 
CH-1002 Lausanne, Switzerland. 

iene 


2nd PASSPORTS/regular + diplortiat- £s 
ic/driving =- licences—IDs—Citizen- 
Ships-—Consuls— Degrees. INI, 26 Kle- : 


menu, Athens 10675, Greece. 
s al ` 


SHIRTS FOR THE CONNOISSEUR. | 


Made to measure and hand cut from 
fine fabrics. Details and free sample 
materials from Seymours. Shirts, Free- 
post, Dept 29, Bradford BD1 1BR. 
—M —— —À— 
CORPORATE BARGAINS Up:to-the- 
minute details on companies in receiv- 
ership, liquidation and business auc- 
tions. For full details: BS & IS, Boston 
Road, Henley RG9 1DY. Tel: 0491 
579999. 












COMING TO PARIS? 


Stay in a furnished flat. One to four rooms 
" bathroom nand Kitchen. Weekly or month- 





tates. Li k, Luxembourg -and 
lontparnasse. 

Telephone Paris 43253509, or write PAA 

Housing, 9 Rue des Ursulines, 75005 Paris. 









. LESS THAN 10% OF 
COMPANY FRAUD IS DETECTED 


LESS THAN 10% OF 
DETECTED FRAUD IS REPORTED 


No matter how safe you may think your company is, the 
statistics speak for themselves. 


To protect financial assets and avoid such deceptions take 
advantage of Elsevier's one-day seminar on ‘Managing 
Fidelity and Negligence Insurance’ to be held in London 


Readers are recommended 












This will be a rare opportunity to hear recognised authority, 
Patrick Ardis, examining the ins and outs of fraud and 


For further details please contact: 


Ponny Moon, Elsevier Seminars, 
elephone 0865 310156. 







. BUSINESS & PERSONAL 


_ GENEVA CORPORATION 


OFFERS COMPLETE SERVICE 

TO ALL ORIGIN EXPORTERS 
@ Off-shore companies formation 
@. Handling shipping docs/invoices 
@ Telex and telephone facilities 
@ Professional management 

PETER MARCY S.A. 
12 Rue Michel-Servet 
1206 Geneva 
‘Tel: 04122 462828 Telex: 423935 MRCY CH 


OVERSEAS POSITIONS 


Hundreds of top paying positions available 
] now. Tax-free incomes. Many attractive 
benefits. Opportunities forall occupations, 
skilled’ trades, professionals, manage- 
ment, technical personnel etc: 

For free information about our publica- 
tions, write: 


Overseas Employment Services, Dept 
EC, PO Box V ^g deti of Mount Ree 
Quebec, Canada H3P 3C7, 


KNIGHTSBRIDGE 
GREEN HOTEL 


A small family owned hotel.in Knights- 
been remodelled 




















which has 
and refurnished to a high standard. 
Suites £85 Doubles £70 Singles £55 incl 
VAT & SC. 
"A comfortable, spotiessly little hotel 
in the heart of Knighisontige’ Een : 
Ronay: 5 : 







S27, or Y Room 





London SW1X 7PD, tax 0 





to make appropriate enquiries and seek advice before sending any 
money, incurring any expense or entering into a binding commitment in 


relati 


on to an advertisement. The Economist Newspaper Limited shail not 


‘be liable to any person for loss or damage incurred or suffered as a result 


of Neer acceptin 


or offering to accept an invitation contained in any 


„advertisement published in The Economist. 








BUSINESS & PERSONAL 





FIRST EUROPE 
EQUITY & BOND 
COMPANY LIMITED 
Member of the Stock Exchange 


Our speciatist equities and Bond team in 
London bgt personal service and 
expert a 


vice. As an independent stock- 
broker First Europe offers thoroughly 
researched investment ideas. We make 
trading convenient by providing efficient 
executions of investment transactions 
and by a simple settlement process. 
Discretionary accounts and.cash man- 
agement services are available, 


01-623 5747 
52-54 Gracechurch Street 
London ÉC3V OEH 





US IMMIGRATION 


Obtain both US immigration. and 
secured financial returns on invest- 
ments, establishing American 
branch companies, etc. ALL MAT- 
RS HANDLED BY ALICENSED 
ATTORNEY/PhD ECONO- 
MIST. Guaranteed results based 
upon contingency fee agreement. 





Visiting London, Middie East and 


Asia May 25 through June 15. 
Contact: Edward P. Gallagher, At- 
torney-at-Law, PO Box 70302, 
Washington, DC 20088 USA. Tel: 
(301) 951-9616. Telex 4933729 
|. Fax: (202) 4. 77. 


We offer audio cassette courses ] i 
for beginners, intermediate and 
advanced study, so ifs gasy to /, N 
maintain or improve your ; 
foreign language skills. AT 
Our range of over 130 dits 
courses (many developed. for the USA State - 
Dept.) in more than 46 languages include. 
Arabic Bulgarian Chinese. Dutch © 
French Hungarian italian. Hausa 
German Portuguese Spanish Thai 
Korean Vietnamese Turkish 
and many, many, more, 
Je also otter many other helpful materials, so 
itiy not write or telephone tor your FREE 
JATALOGUE to get full details? 


THE LANGUAGE SOURCE Church Street, 


(Or Audio Fongm, 96 Brom Bt Guaterg, LONGOR WB ALL 
CT 06237, USA, (203:453-9794, (Ter OT837 1647) 


THE 
ECONOMIST 


For information about 
classified advertising 





Telex: 24344 ECON G 


or 
Sandra Roldan 
The Economist Newspaper Ltd 
10 Rockefeller Plaza 
New York, NY 10020 
Telephone: 212 541 5730 
Telex: 148393 — 











Urdu — 


.SuteN30, D 
31 Kensington 













* 
Sponsor required 
for new theme Park on the ísland of 
Crete. Minimum £250,000 required, 
giving national and international me- 
dia coverage with the project. Prestige 
and other benefits assured. 


‘Contact N. B. Promotions, 10 Miil- 
bridge Road, Hucclecote, Gloucester, 
UK. Tel: Gloucester (0452) 612276. 


HOTEL NUMBER EIGHT 












































oom £49.90 
(plus 1596 VAT) 
English buffet breakfast, 
colour 1 v, radio, direct dial telephone, 
hairdryers, tea/coffee/chocolate in 
bedroom 


Most rooms with private facilities 
Complimentary newspapers 
er 
London SW7 4HH 
Tel: 01-370 7516 
From USA 011441 1 370 7516 


Telex: 9413498 EXECUT G 
Fax: 01-259 6153 


KNOW WHAT 
TODO 
ABOUT '92? 
SINGLE MARKET 
FOR WHOM? 

{oH you are confused or even bored 
] by the avalanche of information 

descending upon you ask MIRO 
“Consulting Group to help. We are 
specialists in European Community 


'] matters with a record-of successful 
achievements in Europe. 


d Directors 
eting Directors, 
taries and. Execu- 
Y ke oobis in 
;| their companies for growth and per- 

formance should -enquire about 
MIRO Consulting Group's one day 
practical courses aimed at getting 
you a head start on your competi 
tors in the run. up to 1992. Atten- 
dance is limited to. 10 on each 
course. sò as to enable course 
leaders to.make a significant contri- 
bution towards the particular inter- 
ests and circumstances of compa- 
nies represented. 


Write, pone or fax for de- 

tails: MIRO Consulting Group, 

Park End Place, Oxford OX1 1HL. 

Telephone 0865 791370, ‘Fax 
791364. 
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(Spain). Telephone (1) 


BUSINESS IN SPAIN AND LATIN AMERICA 


_Our main preoccupation is to offer first class services which guide companies towards. 
optimum business alternatives available both in Spain and Latin America. We provide 
advice and reports on: Grants and assistance for new investment projects in Spain and 
Latin America, as well as within the EEC; company formation and registration; 
financing alternatives; fiscal advice on company tax; negotiations with Spanish and 
Latin-American partner companies; negotiations with 
export opportunities; real estate negotiation; trade name and trademark protection; 
know-how or license agreement negotiation and registration. 

For more information pen contact D. A. Prieto at Calle Recoletos, 4 - 28001 Madrid 

2765930. Fax no (1) 4097524. Den 


















~ INTRAPRENEURING! (The Book) 
Norman. Macrae, Deputy Editor of The Economist, says, “Gifford Pinchol/s concept of 
SON meka mony adain baneli RUD NI muck mori 
productive and many ordinary people's working lives much more fun." 

Own the hordcover edition of the book that is changing the business world! 


Send $10 (postage is prepaid) to: Pinchot & Company, 409. Orange Street, New 
ee acies (203) 624-5355, and we will bill you. (Add $5 for postage 


THE EXECUTIVE HOTEL | 


Located in London's most prestigious residential area. 


Ali rooms with full private facilities. Colour TV. Direct dial . Hairdryers. 
Coffee/tea makers. Substantial buffet. English kfast. 


Single:£49.95- Vat Double ortwin: £64.95 + Vat. Extra Singlebed: £16.95 + Vat. 
The Executive Hotel, 57 Pont .Knighisbridge, London SW1X 0BD 
Te USB 2424. Telex: 9419408 EXECUY i. Fax: 259 6153 ' 


BUY A BANK 
IN THE US 


Our New York based banking professionals can- advise .: 
foreign banks and private investors with respect to acquisi- 
tion of small-(assets $100m-$500m) commercial or savings 
and loan banks in the United States. The firm can also help | 
in obtaining new national or state banking charters/ 
licences. 


. ATLANTIC AMERICAN INVESTMENT 


237 Park Avenue, 21st Floor, New York, New York 10017 | 
Tel: (212) 551-1491. Telex: 425170. Fax: (914) 834-5150 | 






















YOUR LONDON ADDRESS 


Close to Sloane Square and K ight bridge, the Sloane Club 
is ideally situated for visits ro Buckingham Palace, the Houses 
of Parliament, theatreland and the City 

U* Well appointed bedrooms, all with colour television, radio, 

direct dial telephone BSH 

* One wing reserved e 
* Excellent pánclled dining room with} 
jb occhssical English dishes, à 
1-* Facilities for business meetings, private. 
| receptions and dinner parties, EON: 
c o* Affliated with over 90 private members’ clubs | 
worldwide. x 


T Family/individual/junior membership available. 




























Ses 


CONTACT THE MEMBERSHIP SECRETARY FOR DETAILS 
The: Sloane Club, 52 Lower Sloane Stren, London, SW EW ES 
Telephone: 012230 90M. Telex: 2640818 Clab G Fax at 230 61M 


Quore Ré. EM. 


overnment bodies; import- 








A First Class menu à la Swissair: 
refined as in the Dorchester in London, 
delectable as in the Peninsula in Hong Kong, 
luscious as from Hanselmann in St. Moritz. 





A few of the cordon bleu chefs who create and prepare the First Class menus on Swissair 
would like to present some of their best references: Claude von Gunten (Baur au Lac, 
Zurich: Dorchester, London), Iain Galloway (La Perle du Lac, Geneva; L'Oasis, La Napoule), 
Hermann Michel (Chateau Regency, Christchurch), Rolf von Siebenthal (Seilerhaus, Zermatt; 
De la Paix, Lucerne; Peninsula, Hong Kong), Peter Herzog (Hanselmann, St. Moritz), 
Niklaus Bleiker (L'Esterel, Quebec; Parc Suizo, Castelldefels), Hans- z -> IF 
jörg Schumacher (Beau-Rivage Palace, Lausanne; Posthotel, Zermatt). SWISSOIF & » 
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ECONOMIC AND FINANCIAL INDICATORS 4] 


OUTPUT, DEMAND AND JOBS Japan' s unemployment fell slightly in March to 2.6% of its labour. | Hu COMMODITY PRICE INDEX |. 
force, down from a peak of 3.2% in May 1987. Italy's jobless rate was 15.7% in the same month, The International Cocoa Or- | 

more than a percentage point higher than a year ago. In every other country. in our table ganisation is trying to per- - 
unemployment has fallen over the past year, though West Germany's rate rose slightly in April, to | suade Malaysia to join the cocoa agreement. 
8.9%. The 12-month growth in Canada's industrial production slowed in February to 5.796; In the Malaysia has trebled its cocoa output over 
first quarter of 1988 Spain's retail sales were 14.096 higher than in the same period last year. | the past five years to 190,000 tonnes, 
making it the third-largest producer this 


% change at annual rate 









































































































industrial production GNP/6DP retail sales [volume] unemployment % rate | Season (behind the lvory Coast and Brazil). 
Smibst year jets: — iyw Jae o^ due 1 your latest year age Without Malaysia’s membership the icco 
Australia + 92** + 62w +61 + 46 x =05 +19 u 74 w 84 | Cannot implement its plan for producers to 
Belgium + 17 3 07 ow na mna +35  - 06 ve: 109 mw 118 Store cocoa at source. But membership 
Canada ^ 0 34 457 m +63 4 57 a X019 + 51 rm 78 ww 96 would make Malaysia subject to a $30 a 
France +26 +29 m +16 +25 o £135 ~Ji m 103 w« 10.8 tonne levy on its exports, and so reduce its 
W.Germany + 30 + 31 æ +29 4 29 « +67 +63 re 89 ^ 89 profits. Malaysia has hinted that it might join 
Holland — —73 — - 28 m» — * 96  * 15 m t79 + 49 met 140 mw — 142. | the pact if Brazil, the second-biggest tin- 
M ciis IB m t18 +2soa LU o o B sps Of wt 148 producer, would join the tin agreement. This 
Japan +14.0 +128 mw +70 + 53 4.64 + B4 m 26 Mar 29 : rie 4 jq 
Span ^ — — 34 + 40 rs ma na (3155. 14.0 ai 201 ww — 204. iua e decide oaan DIETE T 
Sweden —11.2 — $4 te + 37 +24 5 — 94 — Qi ua 18 we* 22 . 
| E å 4 39  — 06 wc 08 ma” 09 
$4900 351 O ETI w 90 mw 109 | 5-19 jS AE ee 
" i 74 35 a +66 + 1.2 ww 56 w 66 month year 
ve index deliated by CPI. * "New series, mes lieu ©. = 
n | Allitems 1430 1425 — —$9 +94 
PRICES AND WAGES Japanese consumer prices rose by 0.7% in the year to March, and French | Fs Kcu 10928. 1060, —04 100. 


prices by 2.5%. West Germany's inflation rate edged up to 1.196 in April. The wages of Swedish 
workers were 6.296 higher in January than a year before. Workers in Holland, by contrast, got only 
a 0.5% pay rise in the 12 months to March. Canada's wholesale prices rose by 4.6% in the year to 
March; and hourly earnings by 4.196 in the 12 months lo February. 

































































% change at annual rate 
consumer prices* m" 
ccxbnan RS — Iw AME Ter 
£12 + 7A w (TA + 67 be +98 $58 te O 
Belgium - cb t0 aw ~ 12 — 0.8 m +154 + 28 as 
Canada + 33 RÀ Mar + 3.0 +46 ux + 67 tl oet 
France S 28 *25w« +43 431 o +33 +35 w i 
W. Germany + 24 +11 oae t t3 t 06 ws t 06 +26 nes uo ence e eet cen pup oce ene me TT 
Holland ~ 32 +O me 1.8 — 07 sai +07 +05 wa nee : m —— MÀ 
Hay O 537, 49 we + 44 i42 feb + 85 +71 set 
Japan - I 24 + 0.7 ww -46 —- 10 wa = 07 + 22 fee 
Spain + 50 45 ww t32 X 28 m + 80 toI oe 
Sweden — 453 c 55 Ma +, 58 X046 fe t94 + 6.2 a* 
Switzerland * 32 + 1.8 ma * 21 + 1.5. Mar nil + 24 of 
UK mer + 3.5 Mar 5 4A m $99 + 85 pe 
© USA — A+ 39 ws + 07 +18 we +28 t 28 ww d 1220. — 1612 - 63 158 















ily wage rates in manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
ings; UK, monthly earnings for all employees. 


m THE SWISS ECONOMY Switzerland's re- 
cent economic performance has been the 
envy of most other European countries. Last 
year it had the lowest unemployment rate 
(0.8%) in the OECD, one of the lowest 
inflation rates (1.4%), and a healthy cur- 
rent-account surplus. Growth, which had 
lagged. behind other industrial countries in 
the 1970s and early 1980s, has picked up to 
an average of 2.7% over the past three 
years-—above the OECD average. However, in 
its latest report on the Swiss economy, the F Po C UERRImF--—-—-- 
OECD expects growth to slow to only 13% in OECD average | 
1988 and 13% in 1989, mainly because of E 
weaker investment. It guesses that the 
current-account surplus will fall from $5.8 
billion in 1987 to about $4.5 billion by 1989 
as the rise of the Swiss franc against the 
doll lar continues to hold back exports. 


Apps to mi tablan. Al figure. asonally adjusted capt not seas. adi t Average oflaest 3 months compared wih avg of previous 3 mos, at annual rate. nanotavalabie, 





t provisional t$ Non-food agricufturals 













GDP % increase on previous year 

















Consumer prices % increase on previous year 






















ECONOMIC A 


1 BOND YIELDS Between 1984 and 1986 
yields on; America's long-term government 
bonds almost halved, to around 7396. They 
































ID FINANCIAL INDICATORS _ 








WORLD BOURSES Prices in Stockholm rose 3, 3% during the week to their highest level since the 


October crash; Stockholm is this year’s star performer | with a 30% rise (in dollar terms) since 
December. 1987. This year's worst performer, so far, is Italy——down 5% in dollar. terms. 
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have since risen to just. over 9% on fears of | Stock price indices % Change on 
higher inflation. But real bond yields (calcu- May 3 Lo, .1]808 — - one one . record 31/12/87 
lated here by deflating nominal yields by the | , May 2 : high low week year high & € . ins 
12 month change i in consumer prices) have Australia 1446 1467.6 < 1170.7 $02 193  -374 #102, +168 
allen from 63 % in late 1986 to 5% today. In Belgium 4726.8 5043.1 36084 4 15 + 32  -—127 4284. +208t 
.. 1984 real yields stood at 9% in America. In | Canada 33513. 34024 20779 4 02  -— 10  -185 +61 6 
-. Japan and West Germany, by contrast, real | France 3107 di25 mea ee a ee EE EI) 
bond yields have hardly budged since 1984 | W.Germany ^ 13462 1457.5 12079 — — ii — — 254 — —408 +36 #—28 
because inflation has fallen along with | Holand 245.9 280.3 2057 ^ — 04 — — 110 — —264 — 4178 nA 
nominal yields. Indeed, in 1986 falling prices Hongkong 2602.6 2684.1 2223.0 * 0.6 — A41 —34.1 +13.0 3121 
pushed real yields higher than nominal ones. | tav a 2e Loo E E aa i RR 
Japan 27660.7* 27669: 212170 T3136 + 168 ni 283 4248 
Long-term government bond yields Singapore 968.9 969.4 833.6 +13 ~ 154 35.6 +17.7 +174 
Nominal. Rea seem c 15 | South Africa ^ 1469.0 15640 . — 13870 — 13  -— 204 -352 +18  +102t 
[ y % Spain 271.8 281.1 2255 - 02 + 281 —16.5 $19.6 +16.5 
Unos Sweden 2858.1 20581 21485 4 33 + 36 -125 4917 3298 
Switzerland ^ 5187 539.5 4666  - 08 . — 118  -—289 +93 ni 
Uk** 1807.2 1855.5 1694.5 +04  —125  —260 +55 +81 
USA = 20584 21101 18791 +07 = 80 -244 +62 +62- 
**New Series RAE 100) és {Converted at financial saw 


MONEY AND INTEREST RATES The 12-month rates of growth i in both measures of Britain’ $ money | 
supply quickened slightly i in the year to March: M1 grew by 20.8%; M3 by 20.9%. Banks in Sweden 
raised their prime pndiig rates by half a point, to 1296. 
__ Money supply — Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise onyear ago — . Money market Commercial banks, . Bond yields Eurocurrenty ~. 









































Narrow Broad? Overnight 3months — Prime its Gort ate its Bonds 
MU iont ] i pred aei ag e. — 

Australia 4185  -H147 re na na na — na — na na 11.31 1248 
Beigum + 77 +127 a 688 610 850 — 575 766 768 5.94 na 
Canada - +59 - * 67 w 850 . 900 1025 . 750 1037 — 1051 888 1021 
France +31  * 92 sn — 738 |. 800 845 — 813 926 9.78 838 — 981 
W.Germany+10.5 +61 me — 325 ^ 340 550 — 309 630 ^ 590 $50. 454. 
Holland — * 77 +58 wn 397 ^ 406 575 — 3.50 595. — 649 400 595 
italy +90- +95 ny 1025 1088 1263 na 1041 — 1076 —— 1025 na 
Japan +98 +124 m 331 380 . 338 176 450 — 439 406 — 456 
Spain +10.3. 140 vx. 1099 . 1148 1525 ^ 650 1222 1375 975- na 
Sweden ^ na +54 re 1015 . 1065 1200 1043 1135 1220 1038 na 
Switzerland +14.2 — 113 m — 213 232 525 — 150 397 ^ 429 232 ^ 451 
UK -+20.8 +20.9 war - 725. 838 900 — 828 934 — 1055  . 841 — 983 
USA +40  - 58 mr . 638 — 701 850 ^ 7.09 9.11 9.52 731 — 861 





Other key rates in London 3-mth INT Bills 7. 896, 7-day Interbank 7.7, clearing banks’ 7-day notice 3.396. Eurodollar 
rates (Libor): 3 mths 7.395, 6 mths 7.5% 
Australia; Canada, Spain, Switzerland, USA, ps W. Germany M3, Japan M2 + CDs. Definitions of interest rates quoted available an request. Soul 


pea of sar Chase Chase Manhattan, angue de Con Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ Bank, Credit Si 
First Boston, Wharton Econometrics. are indicative only and cannot be construed as offers by these banks. "* Last week's rates. E d 








_ TRADE, EXCHANGE RATES AND RESERVES Britain's current-account deficit fell to $470m in March, from an average of $1.4 billion in the first two 
"months of the year, but its 12-month deficit rose to $7.4 billion; its 12-month visible-trade deficit rose to $20.5 billion—the second largest (after 
America's) in the world. Sterling rose on the March figures, but still finished the week slightly lower against the dollar and in trade-weighted terms. 
The dollar's trade-weighted value rose 0.296 during: the week. The yen's and the D-mark's remained unchanged. 

















trade balancet Current- trade-weightedtt currency units per $ currency units foreign reservestt 
520 Sbn account exchange rate t $bn 
latest latest 12 balance $bn d i 
month months latest 12 mths latest — yearago latest year ago per£ — perSDR perecu Feb year ago 
Australia — 003 | 550 191 . 141 245 18! 162 86 53 
: 100.3 35.1 36:8 9.4 5.8 
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The familiar star of National 
Australia Bank is already in 
dve Asia/Pacific countries, 

including 1450 branches and 
offices throughout Australia and 
New Zealand. 
One ofthe main reasons 

why we are Australia's fastest 
growing banking group is our 
commitmentto providing a 
complete range of financial 
Services. 
These include: 
¿e Advice on business 
opportunities in Australia 


ə A full range of foreign kG 
exchange services 

ə International trade finance and 
settlement services 

* Deposit taking in all major 
currencies 

e Term loans and project finance 

« Corporate advisory and 
acquisition services 

e A comprehensive stockbroking 
service 

e Trade introductory services 


National Australia 


National Australia Bank Limited 


e Correspondent banking 
services 

National Australia Bank, with | 
over 150 yearsexperienceand = 
ranking in the world's top 100 
banks by assets, has both the 
expertise and the resources to 
meet all your financial require- 
ments. Talk with our people atany . 
of the offices listed below and 
you'll soon see why we're starring 
all over the Asia/Pacific region. 


Bank 


]W'T332P106: 





Head Office: Melbourne, Telex 30241 NATAUS. Hong Kong, 
NATAUS. New Zealand, (National Australia Bank (NZ) Limited), 
Taiwan, Telex 29944 NATAUTPE. Malaysia, Telex 31899 NATAUS. Thailand, Te 
NATAUS. People's Republic of China, Tei 
Other Global Representation: United StatesofAmerica, United Kingdom 


ex 22524 NATAUCN. Papua New Guinea, 


Telex 75315 NATHK. Singapore, Telex 21583 NATAUS. Japan, Telex 22714 
Telex 21776 NATAUS. Republic of Korea, Telex 28844 N ATAUS. 
lex 20424 NATAUSTH. Indonesia, Telex 44749 
(Bank of South Pacific), Telex 22166 BANK SP. 
National Australia Bank, Clydesdale Bank, Northern Bank), 





Republic of Ir land (Northern Bank [Ireland], Federal Republic of Germany, Greece. . 
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"Isn't that fantastic? I just said, 


*Give me London; and here it is" 


Some people never cease to be surprised at all the things that are possible. And these days, 
there are some really astounding possibilities in the field of communications. Even across 
borders and time zones. If you want to improve your communication with Germany, have a word 
with the Deutsche Bundespost. They have the most up-to-date know-how, nationwide networks 
and advanced communications services available. Whether it's Text or Data Communication, 
Videoconference, ISDN or optical fibre technology, today and in the future the Deutsche 
Bundespost is the right partner for companies dependent on communication across bound- 
aries. For further information please contact: Deutsche Bundespost, P.O. Box 1190, D-6600 Saar- 
brücken, Federal Republic of Germany Telephone ++ 496151834641. Or visit us at the "Telecom 


Infotech Asia '88" in Bangkok from May 4—7, 1988. We're removing old barriers to cooperation. 


X Deutsche Bundespost _ 











Amsterdam Airport Schiphol. KLM’s home- walks. The famous tax-free centre. The newly designed 


se. Voted year after year, in survey after survey, Van Gogh Room. And the spacious comfort. 

> world’s best airport. Yet they have embarked on Amsterdam Schiphol is the Gateway to Europe. 
‘ear master plan. To get even better. And no one flies there from more places than KLM. 
The first stage is completed: a totally new C-pier. Test us, try us, fly us. 


handle comfortably and smoothly the increasing 
mber of wide-body flights. 


A lf [ | eres ? Well, Scl ipl lre ains | eb SL. . . * 
ae eid careers | e cit - The Reliable Airline KLM 
Royal Dutch Airlines 


ABL .. 












AS CHINA OPENS HER DOORS 
TO THE WORLD, THE SHANGHAI HILTON 
INTERNATIONAL OPENS ITS DOORS TO YOU. 





To feel the pulse of China’s 
economy one must travel to her 
commercial heart — Shanghai. 
Here in this bustling city, you will n 
discover a standard of service and 
accommodation renowned through- \ 
out the world. The Shanghai Hilton 
International is now open. 


For reservations, call your travel 
agent, any Hilton International hotel 
or Hilton Reservation Service. 


amr * 


SHANGHAI 
HILTON INTERNATIONAL 
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| Tornado F3 Air Defence Variant (ADV) equipped with British Aerospace Sky Flash Missiles of No. 5 Squadron RAF. British Aerospace, as a partner in the 900 aircraft Panavi 


rogramme, has developed ADV together with its missile systems as a long range interceptor. Tornado ADV and its sister Tornado IDS have been chosen or are in service with the I 
verman Airforce, German Navy, Italian Airforce and in Oman, Saudi Arabia and Jordan 





JUST ONE OF 
OUR PRODUCTS... 


Tornado — the world’s most power- 
ful, day or night, all-weather aircraft in 
service today. 

It keeps us in the front line. 

Just like Concorde supersonic 
airliner, Rapier low-level air defence 
system, 146 the world’s quietest jetliner, 
Giotto. which intercepted — Halley's 
Comet, and many others. 

British Aerospace today designs 
and builds more types of aircraft, 
defence and space systems and has 
more collaborative agreements with 
more countries than any other company 
in the world. 


BRITISH AEROSPACE 


British Aerospace plc, 11 Strand, London 





IT IS AMOMENT YOU PLANNED FOR. REACHED FOR. 
STRUGGLED FOR. A LONG-AWAITED MOMENT OF SUCCESS. 
OMEGA. FOR THIS AND ALL YOUR SIGNIFICANT MOMENTS. 





OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 


() 
OMEGA 


Omega — Official Timekeeper of the Olympic Games, Calgary and Seoul 1988 
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If sterling stays parochial ................... 
America's Congress: Men may come and men may go .............650060ecceeeeeee ees 
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Afghans homeward bound ................. 
Syria has to choose... sss 
Britain’s planning controls: Fields into houses 
Emergency ward for AIDS in Africa ......... 


WORLD POLITICS AND CURRENT AFFAIRS 


THE RHINE AND THE OHIO 
17 A tale of two rivers i 
ASIA : 
25 The Afghanistan Russia leaves behin 
‘6 Benazir Bhutto tells almost all 
‘6 China gives itself an undeserved pay rise 
27 Japan is snubbed by North Korea 
28 Vietnam says it's starving 
28 India does something right in Punjab 
30 Five nations squabble over the Spratlys 


AMERICAN SURVEY 
31 The advisers to Bush and Dukakis 
32 Fight drugs with the army, or legalise them? 
31 Ascheme to close some military bases 
38 New opponents of a constitutional convention 
39 More trouble for Meese 
39 The response to fears about fluorocarbons 
40 Long Island loses its nuclear-power plant 


INTERNATIONAL 
43 The contras fall apart 
44 A too-censored world 
44 The Red Cross grows teeth 
51 Iran at bay 
51 Argentina: A general comes home 
52 Islam versus dancing in Egypt 
52. The British Virgins boom 
54 Japan dips a toe into the Middle East 


EUROPE 
57. Eastern Europe's dissenters link up 


` 58. Poland's political Dadaists 













58 France between elections 
59 Forever Kohl in Germany! 
60. The battle of the Kremlin 
62 Spain's classroom politics 
62 Eurotimetables 


SOUTH KOREA 
62 Stand tall. A survey 


BRITAIN 

63 British Rail comes up for sale 

64 Skirmishing on sterling 

64 Health reform takes shape 

65 Where houses cost more 
66 Still waiting for defence cuts 

67 Wanted: A leader for the Democrats 
67 Setting bananas free 
68 Unviolent television 
68 Lord Cockfield's successor 
70. Newspapers for children 
70. Luxury homes for the old 
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87 American retail brokers face a hard sell 
88 With competition from firms like Fidelity 
93 Higher interest rates in America mo 
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94 Spanish banks prepare for competition 


~ 95 The rest of Europe for free capital flows 
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96 A piece of the firm for British workers - 

97 Market focus: Pyrrhic victory on sterling 

98 Japan’s big-hearted bank 
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99 Not another genetic code... 
100 The virtues of ocean incineration | 
100. Using fractals to compress data 
105 A real slimming pill (but not for everybody) 


ECONOMIC AND FINANCIAL INDICATORS 


11 


wo 


Output, jobs, prices, commodities, bourses, in- 


at inflation in smaller industrial countries, and 
. developing countries’ terms of trade 
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107 Carving up Palestine 
108 White House vinegar 
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109 Beethoven observed 
109 Anew D'Oyly Carte 
110 Joan-of-Arc mania 
110 The fakes of Rome 


LETTERS 


e 


wats, Yugoketchup 





terest rates, trade, currencies, plus a closer look 


Letters on the National Health Service, immigra- 
tion, democracy, Lloyd’s of London, third-world: |» 
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Parochial pound 
If sterling stays out of the EMS, 
‘London will lose out to Franke 
furt, page 13. Thatcher and 
Lawson make-up, page 64, bur : 
the damage has been done, page i 
97. How best to manage ex- 
change rates, page 81. Europe 
frees capital, page 95. 


As Afghans return 
Better done slowly, page 14, be- 
cause the chaos isn’t over, page 




































































Japan smiles 
At Israel, page 54, and North ° 
.. Korea, page 27, to small effect. 








America’s surge 
Its cheap exports start to flood 
the world, as do Japan’s expen- 
sive ones, page 73. Dollar inter- 
est rates surge too, page 93. 
More American farm sales to Eu 
rope and Japan, please, page 13.^ 

















Stiffened by democracy, proud 
of its boom: a survey of South 
Korea, after page 62. 


Brokers rethink 


America’s big brokers lost a 
chance by pretending to be in- . - 
vestment banks, page 87. 
















Plague centre 
Take Africa's AIDS seriously, 
page 16. 

























Set the hospitals free 


SiR—AÀ warm welcómé on: join- 
ing thé-growing ranks of those 
; who believe:that an essential ele- 
ment of the now inescapable re- 
form of the National Health Ser- 
vice must be tó "set the hospitals 
‘free’: (April 30th). 

You need to-face up to the 
problems: which would arise if 
health authorities were paymas- 
ters for both hospitals and gen- 
eral practitioners. Would they be 


financed on a per person basis? 
Would'payments be weighted to 
-take account of differences in 
age structure and sickness rates? 
What happens when an author- 
ity runs out of cash? Do you seri- 
` ously believe that hospitals 


for treatments or gracefully ac- 
cept closure when, by whipping 
- up political pressure, they could 
extract more cash from the gov- 
ernment? So what would be 
o5 new! As you recognise, an im- 
; perfect market indeed. 
You get into this quagmire be- 
cause you refuse tọ recognise 
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. would bid below the cost ceilings , 
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that, when every allowance is 
made for the scope for further 
NHS savings, as Britain needs to 
spend much more on health to 
cope with remorselessly rising 
demand. You tiptoe up to this 
when you concede that Britain's 
health spending, now 6% of Gor, 
will have to move "perhaps one 
percentage point closer to the 
average for the rest of Europe 
(996)". Even that small increase 
would represent some £5 billion, 
or a 4p increase in the basic in- 
come-tax rate. Surely not The 
Economist 5 policy? 

When our European neigh- 


-bours are spending twice as 


much as us, we must find a sys- 
tem that offers the. prospect of 


' generating a.5096 increase in to- 


tal spending and provides a 
mechanism for coping with fu- 
ture increases in demand with- 
out the political and fiscal ago- 
nies we suffer at present.You are 


right to suggest that such a sys- 


tem could not comé from ear- 
matked taxes, opting out or tax 
relief for private health insur- 
ance. It could come from up-dat- 
ing a proposal made by a British 
Medical Association committee 
in 1970—health credits for all, 
with encouragement for “top- 


ping-up" and the enrolment of . 


the GP. as the budget-holder. 
Ray WHITNEY 


London House of Commons 





Sir—In a city I know well, where 
the choice of hospitals is wide, 
most women doctors elect to 
have their babies in the mater- 
nity unit with the worst perina- 
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attracts informed’ consumers. 
The perinatal mortality figures 


'at that hospital are awful be- 


cause its outstanding reputation 
means every big problem from 
miles around ends up there. This 
example has many parallels. Any 
surgeon can make his operative 
success look better by accepting 
only those cases he thinks will do 
well. Dealing with difficult clini- 
cal problems not only reduces 
the overall success of treatment 
but also gets pretty expensive. 
Under your scheme the unfortu- 
nate centre of clinical excellence 
would presumably be for the 
chop because too many patients 
fail to get better at too high a 
cost. 

If I were a hospital manager 
under your regime I would live 
by simple rules. First, no emer- 
gency room (who knows what 
this might bring in and what the 
patients might cost). Second, ac- 
cept only patients whose chance 
of successful treatment and a 
short hospital stay is high. The 
doctors in this hospital would 
gain considerable experience of 
treating uncomplicated condi- 
tions. Costs would be predict- 
able and contained and my hos- 
pital would flourish. And what 
of St: Elsewhere’s, accepting all 
comers at greater cost and whose 
doctors can cope with most 
things but are not always suc- 

cessful? Well, they closed. Too 
bad, because I have a suspicion 
about which hospital you would 
rather go to if you were really 
sick. 





Perer RUBIN 
University 
Nottingham Hospital 
a 
Opening the doors 


Sir—I-read with a certain wry 
humour the interesting analyses 
of the emigration problems en- 
countered in Japan and Canada 
respectively (April 16th). 

Japan stands condemned for 
severely limiting immigration to 
only the highly talénted, and 
Canada, presumably, for slowly 
addressing the problem of a 
growing onslaught of bogus refu- 
gees. In fact, Japan is actually 
simply doing what every other 
nation, including Britain claims 
to do: allowing immigration for 
those who have skills not to be 
found locally. Canada's "prob- 
lem", however, seems to be that 
it is slowly and tortuously 
putting its house in order in 





: nàl system, 





skills. ee 
The Japanese“ had 81, 87 
"new workers entering Japan ü 
1987", according to your owi 
figure "which, I recall, is not s 
different from the total for Brit 
ain, albeit à smaller.nation an 
economy. Where the two nz 
tions do differ, and Japan differ 
from most of the western worlc 
is the emphasis it puts on skill: 
whether entertainment, bus 
nessor whatever. — . 

While in London last autumr 
I found the British people e: 
tremely hopes to foreigner: 
British employers are even mor 
so, particularly for anyone lik 
myself with an MBA and years c 
experience with financial-appl 
cations software. But getting af 
proval from the Home Office t 
work the magic one year in 
ain was simply impossible... 
haps I would have been smarte 
to have tried Tokyo. 
Montreal MICHAEL SMIT 





Popper's democracy 


Sirn—In his article on democrac 
(April 23rd), Professor Sir Ka 
Popper expresses a profound di 
taste for political parties, prefe 
ring a system in which a repr 
sentative can vote according 1 
his conscience. May 1 remin 
him of a real life example of 
country where this happens? 

In the United States only tł 
president is elected on the bas 
of national issues. There is r 
such thing as national party.go 
ernment. Parties are mérely inc 
cators of the views and valves 
the candidate. 

As we have seen recently ov 
the American.budget deficit ef 
sode, members of Congre 
know that their interests lie 
pleasing their own constituen 
rather than serving the count 
as à whole. This may be wondt 
ful for the people of North E 
kota who can, thanks to Senat 


, Quentin Burdick, rejoice in tl 


fact that the federal governme 
is to buy $10m-worth of surpl 
sunflower oil produced in t 
state. However, while North C 
kota may ess the rest of c 
world can only be sickened 
the stupidity of the Americ 
Congressional electoral syst 
which forces congressmen 
wave millions of dollars in frc 
of their constituents in the ho 
of getting re-elected. 

A responsible national pai 
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ECONOMIST 


Toyko, Japan 


Salomon Brothers Asia Limited, a subsidiary of Salomon 
Brothers Inc, a leading international investment banking firm, 
is seeking a professional economist to assume a key role in 
the expansion of Japanese economic research, The prime 
responsibilities will include analysis of yen currency and 
bond markets within the context of the firm's rapidly growing 
operation in Toyko, Japan. The economist will be expected to 
write and supervise Japanese-language publications in this 
Subject matter. 


The ideal candidate will possess a PhD or MA in Economics 
and several years of. experience in the analysis of economic 
performance and policy and the behavior of financial markets, 
with a strong emphasis on Japan. Candidates with a publica- 
tion record in this area would be preferred. Consideration will 
also be given to recent graduates with advanced degrees, but 
prior Al aa aia to the Japanese economy and markets is 
essential. 


The position will involve permanent location in Tokyo. Con- 
sequently, superior Japanese-language skills — including the 
ability to write and supervise professional publications in the 
language — and thorough familiarity with Japanese culture is 
required. Japanese citizenship is preferred.. ; 

We offer an excellent salary, fully commensurate with your 
expertise, and a comprehensive benefits program. If you are 
interested and qualified, please send a copy of your resume, 
in both the English and Japanese language, indicate salary 
history, in complete confidence to: International Recruiter, 
Salomon Brothers inc, Two New York Plaza, 33rd Floor, New 
York, N.Y. 10004. : : l 

: We are an Equal Opportunity Employer M/F -> 


EXECUTIVE FOCUS - 


Salomon Brothers Inc 


Department of Minerals and Energy 
Papua New Guinea . . 
SENIOR POLICY ANALYST: 
MINERALS - ii 
SENIOR POLICY ANALYST: 
| ENERGY . 
MINERALS ECONOMIST 
ENERGY ECONOMIST 


The Minerals and Energy Policy Division is an interdisci team responsible for policy 


na 
formulation and analysis, and project evaluation in Papua few Quinea s dynamic minerals and 


energy sectors. The Division is seeking qualified applicants for the above three positions. 

: The Senior Policy Analyst positions direct small professional teams in all aspects of policy 
formulation as. it relates to exploration: activities, evaluation. of. development proposals, and 
investigating avenues for improving the existing policy framework. The successtul candidate shall 
possess a postgraduate degree, have at least five years’ experience in a policy orientated 

* environment (preferably in a ing country), and have a good working kno of the 
mining and energy sectors respectively. Postgraduate degrees may be in economics, law, 
engineering or related discipline, — — 

The Minerals: Economist will provide economic appraisal of proposed mineral policies and 

projects, provide cost and price trends for particular minerals. The Energy Economist. will 

undertake economic analysis over a broad tange of issues related to the development and the 

Management of conventional and non-conventional energy sources. A postgraduate degree in 

economics, at feast three yas professional experience, and a working knowledge of benefit/ 

cost and financial appraisal techniques is essential. 

Salary: Senior Policy Analyst Kina 24,000 (Kina 1.00 = USS1. 10} 

Economist positions Kina 22,900 — 

Benefits: Gratuity 24% of s ‘taxed at 2% on three year renewable contract. Housing subsidy. 
Airfares to/from , home leave once during contract. Education. subsidy for 
dependent children. 

Written application should be sent by 16 June 1988, to: 

: Mr Gary Robinson 
Assistant Secretary 
Minerals and Energy Policy Division 
Fori nia of Minerais and Energy 
OX $ à 
Konedobu, Papus New Guinea 


- ASIA'S MOST RESPECTED PUBLISHING COMPANY 


is seeking an 
ADVERTISEMENT MANAGER 
from July 1, 1988 
for a new monthly magazine to 
belaunched in January 1989 


The person we are seeking to fill this very important post will 
be a thorough professional fully familiar with all aspects of 
media sales, marketing, promotion, research and sales man- . 
agement. 


He/she will be a self starter and fully self motivated with an 
excellent command of English. Extensive travel will be re- 
quired. The successful applicant will be based in Hong Kong. 


Our company is à leader in publishing and offers a full range 
of benefits including medical insurance, provident fund, an- 
nual bonus and annual leave. Salary will be commensurate 
with experience and ability. 


If you believe that you meet the requirements for this impor- 
tant post, please reply with full details to: 


` Managing Director 
Review Publishing Company Ltd. — 
G.P.O. Box 160, Hong Kong. 


Publisher of the Far Eastern Economic Réview 


Finance Director - 
Salary: at least £35,000pa plus car allowance 


Applications are invited for this post which is central to the 
establishment of the Polytechnic as a body corporate, 
anticipated to be on 1 April 1989. 

The successful candidate will be responsible through the 
Director to the Governing Board for the development of a 
full range of financial services and resource allocation 
systems; for the financial inputs to institutional planning; for 
providing management information; and for the control of 
lands, estates and buildings. 

Candidates, who should preferably be graduates, will be 
expected to have a professional accounting qualification as 
well as appropriate experience in either the public or the 
private sector. 

The appointment will be available from 1 September 1988, 
but applications for a later start will be considered. 


Application forms and further particulars can be obtained 


from: The Head of Personnel Services, Middlesex 


Polytechnic, Queensway, Enfield, Middlesex EN3 4SF. 
Closing date for applications: 13 June. 


* 

















government, such as the current 
Thatcher administration in Brit- 
ain, has been able to exert strict 
party discipline in order to take 
the tough decisions:which have 
at last hauled Britain out of the 
economic mire. 
Hayes, 
Middlesex, 


James LLEWELLYN 


Si&—I find Sir Karl’s juxtapo- 
sition of anarchic proportional 
representation with the virtuous 
and stable Anglo-Saxon two- 
party system polarising and mis- 
leading. While hailing the flex- 
ibility and efficiency of the 
British: and American systems, 
- Sir Karl glosses over the unrep- 
resentative - results of wasted 
votes and ignores the dangers of 
gerrymandering. 

-He alleges that piosortanaf 
representation turns the repre- 
sentative into a "voting ma 
chine” for his party, thus rob- 
-bing him of responsibility to his 
electorate.. Yet party-discipline 
appears just as rigid in Britain as 
.in many European countries 
“with proportional representa- 
: tion. The only difference is that, 
unlike his British counterpart, 
the. conscientious politician in 
Continental Europe can break 
away and form a new party with 
a realistic chance of ‘getting 
elected. 
=. Many intermediate possibil- 
ities of democratic elections are 
- dgnored.:Multi-member constit- 
"uencies would reduce the num- 
“ber of wasted votes. A single 
“transferable vote would provide 
fair competition to the existing 
duopoly in singleemember con- 
stituencies. For different reasons 
both Aristotle and Machiavelli 

recommended mixed constitu- 
tions with counterbalancing vir- 
tues from different ideal types of 
“constitution.  Shouldn't our 
search for democracy also be di- 
rected to synthesis rather than 
forcing us to choose the "least 
bad" of extrémes? 


London 
































Jakos Lunp 


Sin—It is unrealistic to believe 
that in British elections people 
*- vote solely for the character that 
stands in their own constitu- 
ency; they vote also for the party 
that backs him. Sir Karl states 
that a candidate has a choice of 
whether or not to accept party 
backing. If this is true then why 
has the Independent member 
been obsolete for £50 years? 
Without party support a candi- 
8 





date has no genuine chance of 


_ being elected. And within parlia- 


ment itself the: power of the 
party is such that voting along 


- constituency-interest lines is rare 


and sensational. 
There are certainly problems 
with the pure form of propor- 


_ tional representation, but there 


are more practical forms. For in- 
stance, the alternative member 
system would allow for a two- 
vote system, one vote for a local 
member and one for a party. 
Seats would be divided between 
the single-member constituen- 
cies and the proportionally 
elected candidates from party 
lists. This would mean that every 
vote counted and the concept of 
representation would not be 
lost. West Germany has oper- 


‘ated this system since the war 


and it has proved both: stable 
and effective. 
Blandford, 


Dorset NICHOLAS WHEELER 





Sir—The great failure of all pro- 
portional systems lies in the fact 
that “centrist” parties (which 
can be tiny) have a quite dispro- 
portionately large influence: in 
the process of coalition-building 
after the election (unless there is 
an absolute majority of votes for 
one party) In West Germany the 
smallest of the three traditional 
parties, the Free Democrats, of 
ten decide who governs the 
country because. they occupy the 

“middle ground” and can bar- 
gain with either the left or right. 
In the autumn of 1982. they de- 
cided to change their coalition 
partner without reference to the 
voters (who were not asked for 
their opinion until the'spring of 
1983). 

There is no such thing as a just 
electoral . system. A ^. possible 
pragmatic solution may be a ma- 
joritarian electoral.system with 
two ballots (France) or preferen- 
tial votes (Australia). The system 
enforces a clear choice between 
left and right and ensures that.a 
government must have the sup- 
port of more than 50% of the 
voters. The centrist: voters must 
decide before the ~ election 
whether. to switch.to the left or 
right. A small swing of voters 
can lead to.a change in. govern- 
ment (as happened in Australia 
in 1983). This, too, is not pure 
democracy. But we live in an im- 
perfect world. 
Konstanz, E 
W. Germany N. FAULHABER 

; xe a 








‘seeking arms 


Lloyd’s lament 


Sir—You accuse Lloyd’s of re- 


fusing two Neill recommenda- 


tions (May 7th). It has done no 
such thing. The only decision 
the council has made in respect 


of the consultative document re- s 
garding “underwriting agency * 
‘agreements is to circulate it as” 


widely as possible, including a 
copy to every one of Lloyd's 
33,000-plus. "names", inviting 
comment before July 29th’ this 
year: 

All ‘submissions and com- 
ments received by that date will 
bé considered by the council in 
its further. deliberations on this 
matter: 





Murray LAWRENCE 
Chairman 
London Lloyd’s of London 
—Bm 
Third-world wars 


nl aod your article high-. 


lighting the tragic carnage in the 
third world (March: 12th). How- 
ever, if one expands one’s view 
from. the 25 “large” wars that 
you describe to the 120-odd 
other Wars being fought, a differ- 
ctive on the future 





emerges 
^ Wars of national identity. will 
not decrease. A “na- 








tion”, a people with a homeland 


and an autonomous political 
and cultural tradition, can be 


distinguished from a "state," a 
modern political entity. Virtue 
ally all third-world states (and ^ 
 "Afgo-Droga 


many first-world ones).iriclude 
many nations within 


pires. Andin virtually all- such 
states one nation oppresses the 
other nations—it deprives them 
of the freedom to control their 


land and natural resources: This i 
is internal colonialism, and re- 


places or supplements the exter- 
nal colonialism of occupied terri- 
tories .. and. multinational 
corporations (by nó. means à 
thing of the past). 

Wars of national identity are 
attempts by nations to regain 
control of their. land; resources 


and future: The availability of efc 


fective weapons for guerrilla war- 
fare, provided either by profit- 
merchants | or 


influence-seeking superpowers, 
will allow more groups, and 
‘groups of smaller size, to try to 
regain such control by force. ; 
[agree that wars of ideology. 
will probably decline. But many: 
third-world ' 


dedosa: wars 


their, 
boundaries; that is, they are em- 


Belgrade © 








are not really that. The nations 
involved see an alliance with 


‘capitalism or communism as a 


marriage of convenience (a way 


^to get weapons and power) or 
desperation (any political system 
would be better than the exist- 


ing one). As arms sources be- 
come more diversified’ and’ na- 
tions bécome more disillusioned 
with. ideology, wars of national 
identity will shed their ideologi- 
cal veils—except in the eyes of 


the American © and Soviet 
governments, 

Ann Arbor, — E È 
Michigan WiLLiAM CROFT 





Sig —Your: graphics for. “The 
world’s wars” were troubling be- 
cause of the symbol you chose to 
represent death. Presuming ‘to 
use a cross in a world. that cou 
Christians in the minority _ 
hibits a parochialism that should 
be eschewed by a journa Lof your 
calibre. ^ 

Washington, DC CAROLYN LAUER 
vd]; 





Yugoketchup . 


Sirn—Your anle. on the open- 
ing of the McDonald's branch in 
Belgrade says that the Yugosl lavs 


“had nevér-heard of tomato 
ketchup" (April 16th)... Your 


readers should know that all in- 
terested consumers may go to 
one of the Yugoslav factories of 


* food products and buy unlim- 
< ited quantities of Yugoslav to- 


mato ketchup: ` for example, 
which is in 
Portoroz, Slovenia, TUS 
EOD a * VENCEL LiuBiC 
Unios of the Yugo: 
Elec.... 
Power Industry 
a 





TheEconomist 
Intelligence Unit 


SOUTH ASIA 


The Narrowing Options 
Thé states of South Agia are undergoing p 
explosive political con! 
institutions seem unable to’ e A As 
hopes of revitalisation fade in Rajiv 
Gandhi's India, as a workable... 
accommodation between army and 
politicians proves elusive. in. Pakistan and 
Bangladesh, and as a peace accord 
uncovers new stresses ín Sri Lanka, this —— 
report assesses whether and ‘how stablility ^ 
can be achieved. 
Special Report No.11 mE 
Price including postage: £115 UK & Europe; 
US$245 North America; € 118 Rest of World. 
The Economist Intelligence Unit Ltd 
r jeu — ss 
Ù Rockefeller Plaza, 


en. NY. 10020,USA < 
: et (212) 43 5730 num 


London Win 1DW; UK 
Tel: 01-493 8711 
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ASIAN T CPP 
DEVELOPMENT BANK 


The Asian Development Bank is a regional development bank established in 1966 for the 
purpose of lending funds, promoting investments and providing technical assistance in the 
developing countries of the Asia-Pacific region. There are currently 47 member countries, 
32 from the Asia-Pacific region and 15 from North America and Western Europe. The 
Bank's headquarters is in Manila, Philippines, and the Bank has three other offices located 
in the region. | l 


YOUNG PROFESSIONALS PROGRAM (REF. NO. YP89-F) 
In 1984 the Bank commenced its highly successful Young Professionals Program. Selected 
each year for the Program are a small number of men and women under 30 years of age 
from member countries who participate in two years of on-the-job training and 
complementary operational courses. n 
Candidates must either have a Master's Degree or its equivalent or a Bachelor's Degree 
with at least two years of work experience and have advanced training in economics, 
finance, management, business administration or other fields relevant to the Bank's work. 
Relevant work experience should be in areas such as banking, economic and financial 
analysis of projects, planning and analysis of investments, budgets, accounting and country 
or sector planning. = = = xm 
The successful candidates will be expected to join the Bank in early 1989. Applications for 
the 1989 intake should reach the Bank not later than 31 July, 1988. —' 


ECONOMISTS (REF. NO. 8806-A) 
The Bank is interested in receiving applications from highly qualified economists who have 
at least seven years of experience in one or more of the following areas: international and 
development economics; international trade and investment; urban, regional and rural 
development economics; fiscal and monetary policy; economics of industry; demography 
and human resource development. 
Candidates should have at least a Master’s Degree in Economics and preference will be 
given to those with a Doctorate Degree. 
As English is the working language of the Bank, proficiency in both spoken and written 
English is essential for all staff. 


Staff and their families will initially be based in Manila. Positions normally involve some 
international travel. The Bank offers a competitive salary paid in US dollars, normally free 
of tax, and an excellent benefits package. 


Persons interested to apply may send their detailed curriculum vitae, indicating on both 
letter and envelope the particular reference quoted above, to: 


HUMAN RESOURCES DIVISION 

ASIAN DEVELOPMENT BANK 
: POBOX789 
1099 MANILA, PHILIPPINES 
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If sterling stays 


OR much of the past six weeks, British 
politicians have fussed over the question 
of sterlings exchange rate against the D- 
mark. This week they calmed down. Interest 
rates fell, and so did the pound. The spat be- 
tween Margaret Thatcher and her chancellor, 
Nigel Lawson, seems to be over (see page 64). 
But it has served to enlarge a harsher question 
about the future of the City of London. The 
ity is Europe's financial capital. Along with 
"tokyo and New York, London runs a round- 
the-world, round-the-clock financial system. 
Yet its dominance in Europe will slip away, probably to 
Frankfurt, if Britain's exchange-rate policy remains obses- 
sively parochial and so misses out on the coming revolution in 
European finance. OUS hagas 7c ; 
The threat, for now, is hypothetical. But the form it could 
take is all too easy to imagine, because it starts from London’s 
biggest weakness: against the American economy (GNP, $442 
trillion) and the Japanese ($2! trillion), the British economy 
is a midget of $700 billion. To be a centre of world finance, 
„you need a big back yard that will give moneymen lots of local 
savings to tap, local bonds and equities to trade, local compa- 
nies to lend to and advise. 
Anybody who doubts this should recall that, at the begin- 
ning of this decade, Tokyo was not the undisputed capital of 
its time-zone. People knew one eastern centre would emerge, 
but debated the merits of several. Hongkong, Singapore and 
Sydney had advantages over Tokyo: lower rents and salaries, 
er interest rates, lower taxes, above all the English lan- 
guage. Yet the moment Japan’s government decided it wanted 
the leading role for Tokyo, all argument stopped. Foreign fi- 
nanciers, longing to deal in the local markets of the region’s 
biggest economy, rushed in. 


London’s fading charms 
By the yardstick of size, London is an odd choice to be the 
financial capital of the European time-zone. Britain’s GNP is 
barely half the size of West Germany’s, three-quarters of 
France's, much the same as Italy’s. So far, the City of London 
has overcome this disadvantage for two main reasons: (a) its 
rules have been more liberal than those in other European 
centres; and (b) it has been widely assumed that, as a member 
of the EEC, Britain's backyard would eventually run from the 
Mountains of Mourne to the Peloponnese, with 350m people 
and a GNP of $444 trillion. Neither of these notions will hold 
good for much longer. 

On (a), if 1992 is to be more than just another date in the 
calendar it will bring much freer rules to all of Europe’s mar- 
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matching of savings and investment would take place throu; 






























































kets. The financial purpose of 1992 is to break 
down the who-does-what barriers that at th 
. moment make it easier for foreign firms toop- 
erate in London than anywhere else in: Ex 
rope. Even before the full blast of 1992 hit 
Frankfurt, Germany's financial institution 
are changing. So is German industry. The t 
sult will be a shift in the way that compan 
raise money, insure themselves, finance thi 
trade—all of it prodded by the brightest : 
nancial ideas of the Americans and Japanes 
as well as of other Europeans. Such change 
will affect the whole of Europe. They will be accelerated b 
another change that is happening already: the easing (ani 
eventual abolition) of exchange controls, which will mean 
that investors and savers throughout Europe and beyond will 
be able to meet in one pool of money even bigger than those 
in Japan and the United States. 
So what of (b)—that Britain, as an EEC member, would be 
part of this pool and thus able to ensure that much of the 


London? That claim becomes less plausible the longer sterlin 
stays outside the European Monetary System. To interna 
tional moneymen, the: British debate over the EMS grows 
quainter by the day. Once it was full of real issues—the pound 
as an unstable petrocurrency, doubts about the EMS's own 
durability and effectiveness—but these have long since been 
settled. The one remaining obstacle to full EMs membership 
for sterling is Mrs Thatcher's own hostility to the idea. Her 
view seems to be based on bad economic history and future 
political fantasy. ; 

The history comes in because previous British govern- 
ments that changed sterling's exchange rate always did so by 
humiliating devaluations, and Mrs Thatcher wants to avoid 
that. In this she shows uncharacteristic modesty: the success 
of her own economic revolution makes it probable that any 
change to sterling’s EMS parity would be self-confidently u 
not miserably down. As for political fantasy, Mrs Thatcher 
fears that full EMs:membership would complicate a general- 
election campaign if an opinion poll happened to show La- 
bour doing well and interest rates therefore had to rise to 
support the pound. She overlooks the fact that, in the EMS's 
nine-year life, incumbent member governments have. won 
twice as many elections as they have lost. They have rightly 
realised that the biggest threat to their electoral survival - 
comes not from interest-rate blips every few years or so but — 
from a longstanding failure to turn Europe into the large, . 
open home market that the Japanese and Americans enjoy. 

~ Hence the push to 1992, and the central role that the EMS 
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will play in it. In the rest of the EEC, the monetary future of 







Europe is being debated in terms that are barely heard or un- 


derstood in Britain's offshore exile. The development of the 
ecu, the establishment of a European central bank, the pos- 
sibility of a common currency: all are on the EMS agenda, be- 
cause far-sighted Europeans understand that a single market 
in goods, services and people will be stunted unless there is 
also a single market in money. r 
London would be the obvious centre for that market, the 


obvious place to set up a Bank of Europe and to start trading’ 


in ecu bonds or whatever. But if sterling remains outside, Brit- 
in will be a eunuch at the talks on Europe’s financial evolu- 


on, and London will become a less convenient place to do - 


urope's business in. Then London's basic flaw—its lack of a : 


large economic hinterland— will be harder to disguise. Frank- 
furt's merits—home to the Bundesbank, engine-room of Eu- 











 rOpe's savings and industry—will become ever more obvious. 


. Britain has long had cause to be proud of the City of Lon- 
don. Throughout the country's decline from great power to 
the ranks of the second division, the City was a symbol that 
Britons hadn't lost all their international edge. Though politi- 
cians of every party have found it a convenient scapegoat, 
they have privately been grateful for its money-raising powers. 
Even so, City folk have worried that the City's role would be 
weakened by high taxes and intrusive rules. 

- Today, the biggest threat to the City comes:from a tax- 
cutting, free-market Tory—but one whose nationalism has 
blinded her to the way that Europe's financial system is mov- 
ing. On many issues, Mrs Thatcher has avoided the mistakes 
of her predecessors. On:the Ems, she is repeating a bad old 
British habit: fighting yesterday's battles, while tomorrow's 
chances slip away. 


A 





Men may come and men may go 


But Democratic control of America's House of Representatives goes on for ever 


T3 EPUBLICANS lost:control of the House of Represen- 
LX tatives in 1954. They have tried, and failed, to regain it 
every two years since. This year they will fail-again. The 
Founding Fathers, who intended the House to be more re- 
-sponsive to the popular will than any other part of America’s 
government, would be despondent; Two hundred years on, it 
has fallen under a party hegemony whose duration is rivalled 
hardly anywhere outside the communist world, : 
The pundits disagree about the number of seats in the 


435-member House that may change hands this year. One - 


recent report says that a.contest of sorts can be found in 96 
districts; others reckon no: more than 50. Even in most of 
_ these the outcome is pretty clear. There is real uncertainty in 
only 15 or 16 races. Since the Democrats have a majority of 76 
(254. seats to the Republicans' 178, with three vacant), the 
-prospects for a change of control are about as great as they are 
in Volgograd city council. 
^." Being in the majority, the Democrats are the main benefi- 
ciaries. But some Republicans also gain, for the petrification 
- of the. House reflects above all the power of incumbents to 
hold on to their seats. In recent elections about 90% of those 
who chose to run again were successful. Last time the figure 
: was 98%. So doubt about the outcome is all but confined to 
the contests in. which the incumbent is not seeking re-elec- 
tion, of which there are fewer than two dozen this year. 
~ Does this make a mockery of the Founding Fathers’ inten- 
. tions, indeed of democracy? Perhaps less than it appears. 
Congressmen, after all, are not like most members of Euro- 
pean parliaments. They are independent beings, often scorn- 
/.. ful of their party and its leaders, even presidents, and reluc- 
‘tant. to be whipped through lobbies. “Democratic control" is 
. therefore far less absolute than “Tory control" or "Social 
Democratic control". Yet party cohesion is increasing again 
|. after years of decline (in more than 60% of votes in the House 
-last year, a majority of Democrats voted against a majority of 
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Republicans) and the great faultline in the Democratic 
party, between southerners and northerners, is gone for 
good. Even if party loyalty were in decline, Democrats of one 
stripe or another would still permanently preside over the di- 
vision of spoils, particularly the chairmanships of committees 
and subcommittees, to which so much power has flowed. 


"The tyranny of the incumbents — z 


The real disgrace, however, is the fact that incumbents have 
entrenched themselves in power by seeing to it that challeng- 
ers, never mind of which party, are put at a disadvantage - 
whenever possible. First, congressmen have voted themselves 


the means to win re-election. They bombard their constitu- 


ents with nearly 1 billion pieces of mail a year, all paid for by 
the taxpayer; in 1954 they sent out only 40m. They are each 
entitled to $500,000 a year to pay a staff of 22 (up to 70 oi 
for senators), many of whom may spend their time devilling in 
their boss's district, sucking up to constituents and identify- 
ing issues, through polls or other means, on which the incum- 
bent can take an expedient line. ^. l 

Second, congressmen have grown adept at the age-old art 
of pork-barrel politics. Politicians have been “delivering” for 
as long as America has had elections, certainly since the light- 
house bills of the early days of the republic. But not until the 
1960s did specific grants-in-aid explode in number and did 
congressmen. appreciate their value in» winning’ re-election. 
Now. almost every bill, whether nominally about trade or 
appropriations, is festooned with unrelated provisions, giving 
money for endive research in district A, extending a patent 
for a drug company in district B, paying for an “intermodal 
urban demonstration project” (road) in district C. - 

Third, Congress has, in the name of honest government, 
passed laws that enable incumbents to raise vast campaign: 
funds which their challengers cannot hope to match. The av- 
erage House race now costs $300,000, nearly half of which 












. comes not from individuals or the party but from political 

action committees. Individuals are forbidden to give more 
than $1,000 to one candidate. The committees can give 
$5,000. And the committees usually prefer the’ pliable devil 
they know, the incumbent, to the devil they don’t. The in- 
cumbents up for re-election this year have already raised over 
$75m, compared with their challengers’ $10m. 

To expect congressmen to repeal the laws that keep them 
in power is to expect God to repeal the laws of nature. Ask 
rather that the Supreme Court should step in. For the Demo- 
crats' grip on Congress is further strengthened by-their con- 














trol of most state "legislarures, many of which shame ge 
rymander constituency boundaries to benefit incumbents. A- 
Supreme Court decision to end this practice could give the 
Republicans a fairer share of the seats (one that better re- 
flected their vote) and increase the number of marginal seats 
that would change hands with modest shifts of opinion. 

Shifts of opinion are, of course, reflected in Congress, but 
only really by the incumbents trimming their sails. In a repre- 
sentative body, that is not.good enough. From time to time a 
change of party control is needed. An end to gerrymandering 
would not guarantee that, but it would make it less unlikely. 





The road down Subsidy Mountain. 


Start at the Toronto summit, then take the GATT round until you reach Cheapfood Farm: 


HREE June days locked up. in the Metro Toronto Con- 
vention Centre are likely to leave the leaders of the 
world's seven largest capitalist countries bored and bad tem- 
pered. Even by past standards this annual summit will have 


precious little on the agenda. Yet each leader has a common 


and cussed problem that needs to be tackled at home: what to. 
do about costly farm policies? A patchwork of subsidies, tariff 
walls and price guarantees is straining every nation’s treasury, 
making a nonsense of world trade and still not providing. a 
decent living for many farmers. Farm reform should be made 
the main stuff of the summit. i 

A few years ago, only economists thought the aiea 
world could treat itself to a free lunch by reforming its farm- 
support policies, They said that subsidies carry such massive 
costs—some of them on government budgets, most of them 
not—that abolishing them would create the resources to com- 
pensate farmers generously and still leave everybody else bet- 
ter off. Politicians long viewed this as economic sense but po- 
litical suicide, so let their domestic farmers’ lobbies set the 

its of what they dared to propose. Since 1986 they have 

.un to change their minds. A new round of trade talks has 
farm subsidies on its agenda for the first time in three de- 
cades. The American government, the most important par- 
ticipant in, the talks, has swung decisively towards reform. 
The old paralysis is wearing off. 

Yet farm-trade talks have got nowhere in the past three 
months. That is partly because the European Community is 
worn out after a Herculean farm-budget fight in February, 
and partly because rising world prices of food have temporar- 
ily eased the horrendous cost of subsidies. Neither of these is 
a good reason fot delay, but the negotiators’ sense-of urgency 
has slipped: Untended, the present inefficiencies are certain 
to get worse: demand for food in rich countries is stagnant, 
supply is growing at 11296 a year and, with a little promised 
genetic engineering, could grow much faster. 

What should be the.aim of the farm-trade talks? America's 
answer is blunt: to abolish within a decade all farm subsidies 
which distort production. Countries could still keep their 
farmers off the breadline and their scenery pretty, but food 

. trade and prices would be determined by the market, a long- 























lost friend. Europe's reply is mealy-mouthed. It wants to re- 
duce farm:subsidies, not eliminate them; and it hates dead. 
lines. If Europe's politicians cared about the inflated prices 
their consumers have to pay, the implicit taxes levied on in- 
dustry, the harm their policies do to poor countries, they 
would accept full liberalisation as the goal. Instead, they 
worry mostly about their farm budget. 

The cost:to the consumer appears.in no public accounts: 
If it did there would be an outcry. Shoppers in Europe meet 
62% of the cost of farm support in higher prices. The Japa- 
nese, who have the worst of all farm policies, make their con- 
sumers pay 75% of the cost through the most inflated food 
prices in the world; added to this is the cost of justified Ameri- 
can annoyance at being denied free access to their market, 
The Toronto. meeting provides the opportunity for Mr 
Noboru Takeshita and the European leaders to give the farm- 
trade talks a push by agreeing on a common goal: an end to all 
trade-distorting subsidies. This is the. broad-brush policy- 
making that economic summits are for; the GATT talks could 
then grind slowly through the details. 


Impatience isa virtue 
Such an agreement on ultimate ends between America, Japa 
and Europe would brighten the outlook for the mid-term t 
view of the trade round, which takes place in December. If 
there could be an agreement on means too, even better. Eu- 
rope and America should consider a proposal made by the 
recently retired head of Britain's agricultural. ministry: t 
halve farm support over five years, giving each country th 
power to decide where to cut. The summiteers should also 
agree to submit lists of their trade-distorting farm polickte 1 
the GATT secretariat, for costing and regular scrutiny. | 

Above all, the partners must regain their sense of urgehicy. 
"Realists" point out that in 25 years the main industrial coun- 
tries reduced tariffs on industrial goods only from 15.696 to 
6.396. That was not good enough for trade in manufactures, 
and itis not good enough for agricultural trade. At last gov- 
ernments are daring to talk about real reform. That was the 
hard part. Now they should get on with it. 
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FGHANS have won the war, but what about the peace? 
Now that Russia's troops are marching home, the Af- 
ghans could find that rebuilding their country is even tougher 
an clobbering a superpower. It will require the resettlement . 
of up to 9m people, the largest migration since the partition, 
of India in 1947, Afghanistan will need a lot of help; and the 
‘ong sort of help could deepen the country’s divisions and 
complete the ruin the Russians began. 
Nearly 32m Afghans have fled to Pakistan, and 242m to 
ran. Perhaps 3m more within Afghanistan itself have moved 
o the cities or the mountains in the hope of finding safety. 
When the fighting ends, most of them will want to go back to 
heir homes. If they go back in one wave, they could cause a 
isaster. Some refugees, given food, building materials and 
seed, may be able to support themselves after a single harvest. 
- Others will take far longer. Afghanistan has lost half its live- 








ver centuries, have been bombed into ruin or have silted up - 
- for lack of maintenance. Devastated orchards, like those for- 
_ Which Kandahar was once famous, will take years to replace. 
The countryside is littered with mines. go 
> Kf refugees pour back before it is possible for them to re- 
.sume their old lives, new camps will have to be built in Af- 
_ ghanistan, to replace the ones they leave behind in Pakistan. 
_ Political manipulation would follow the refugees into these 
new- camps. All the people contending for power when the 
. Russians are gone—the Moscow-backed government, the for- 
__ merly Pakistan-based leaders of the resistance, the guerrilla. 
_ commanders in the field—would try to control the new 
.. camps, by the distribution of aid, perhaps even by force. In 
Pakistan, where refugees have to hold a party card to get ra- 
tions, aid is often used for factional leverage. In Afghanistan 
the aid-distributors would have an incentive to keep people in 


Syria has to choose 








his bigger interests 


a “Te Assyrian came down like a wolf on the fold.” Well, 
a that is what he said he would do. By Thursday morn- 
. ing, however, the Syrian army's much-heralded push into the 
_ southern suburbs of Beirut had yet to happen. It was the Syr- 
. ian soldiers who were looking sheepish, not Lebanon’s Shia 
_ fundamentalists, whom Syria had promised to subdue. 

Syria's President Hafez Assad is a wary man, a quality that 
. has until now served him well in Lebanon. He recognised long 
_ before Israel did the folly of using military means alone to 
< stamp his power into the Lebanese quicksand. As a result, the 
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tock. Many of the irrigation channels, a system developed’ 


resident Assad's support for Iran, and Iran's proxy gunmen in Lebanon, is damaging 























It’s ño good just shifting Afghans from one refugee camp to another 





the camps, instead of dispersing them to take up normal life 
again when something like normal life becomes possible. 
There is a better way. A handful of the 80-odd voluntary 


aid organisations based in Pakistan run cross-border aid 


schemes. They deal directly with guerrilla commanders and 


other local notables inside Afghanistan, who ask for money 
for specific projects, such as building a well. The most deserv- 
ing projects get the money, with the expectation of more if 
they are a success. The local people know all about it. This 
reduces corruption. The system suits the variety of Afghani- 
stan, where every valley has its. own troubles.and every tribe 
its own customs. It is cheap to administer. It is also more ef^ 
cient, because it is run through the existing power structu _ 
instead of being used to build a new one. 
Wait forthe canals 2 l 
This grass-roots distribution system has worked well for bud- 
gets of a few million dollars a year; but it is time-consuming. . 
Would expanding it take too long, and could it cope with the 
hundreds of millions of dollars that Afghanistan is. going to - 
need? Give it a chance. Its workability has been proved. It will 
help to rebuild the infrastructure without which the economy 
cannot absorb the returning refugees. It is relatively non-in- 
flationary. This is where the aid should go first, and it should 
go there now. The cross-border aid organisations are turning 
down suitable projects for lack of cash. : 

“Prince Sadruddin Aga Khan, the newly appointed United 
Nations co-ordinator of aid for Afghanistan, is talking of set- 
ting up “reception centres” in the country to take people re- 
turning from abroad. Pakistan’s understandable desire to get 
rid of the refugees may make some such camps necessary in 
the end. But not too many, or too soon. Afghanistan can ' 
rebuilt no faster than its irrigation channels. 








Syrian expeditionary force in Lebanon rately does battle 
when Syria's local allies can be persuaded to do Mr Assad's 
fighting for him. It was Lebanese fighting men—Shia Mus- 
lims of the Amal militia—who spent much of 1986 trying to 
impose Syria’s will on Lebanon’s Palestinian refugee camps. 
It would suit Syria nicely if Amal could now bring order to 
the southern part of Beirut. Those dismal neighbourhoods 
have been transformed into a miniature Islamic republic, for- 
tified and defended by. several: thousand members of 
Hezbollah, the Lebanese “Party of God” that draws its arms, 








inspiration and treasure from Ayatollah Khomeini’s Iran. 

Alas, Amal is not up to the job, In April its militiamen 
pushed Hezbollah out of many of its strongholds in southern 
Lebanon, from where Hezbollah had threatened to drag Israel 
and Syria into an unwanted war. But Amal’s attempt to beat 
Hezbollah in Beirut has been a disaster. Hezbollah has en- 
larged its Beirut holdings and defied Syria’s demands to give 
up its. newly captured positions. Only Ayatollah Khomeini, 
the Hezbollah fighters say, can tell them what to do. 


What you do when remote control doesn’t work 
If your power is built on a wolf-like reputation, you must 
sometimes devour a lamb—even if, like Hezbollah, it is‘a-lamb 
with a powerful kick. Over the past few days, and amid much 
bluster, Mr Assad has assembled enough men and tanks in 
Beirut for his army to overrun Hezbollah’s stronghold in the 
southern suburbs. If he now shrinks from using them, or from 
forcing Hezbollah to submit without a fight, his power in Leb- 
anon and further afield will diminish. 

Two things seem to be making him pause. One is the cer- 

ity that storming the southern. suburbs against 

‘bollah’s resistance would entail bloodshed on a scale that 
even battle-calloused Beirut would shudder at. On past form, 
this consideration on its own is unlikely to deter Mr Assad for 
long. In 1982 his army killed many thousands of civilians in 
Syria's own mutinous city of Hama, and Mr Assad got away 
with it. Most Lebanese Christians, and many Lebanese Mus- 
lims who fear the growth of Iranian power in Lebanon, would 
applaud Hezbollah's destruction at almost any price. 


Fields into houses- 





How to build in south-east England without upsetting the nimbies 


"T HREATEN to run up a housing estate in the back yard of 
an ardent free-marketeer, and you will uncover a recent 
vert to the virtue of tight state planning. Britain’s envi- 

voument secretary, Mr Nicholas Ridley, has increased by a 
third, to 610,000, his department’s forecast of the number of 
new households needing accommodation in south-east Eng- 
land by the turn of the century. As a result, over 90 Tory 
backbenchers, including some keen Thatcherites, have joined 
a parliamentary group dedicated to Sane Planning: double- 
speak for ‘“‘not-in-my-back-yard”, or nimbyism. Some shire 
Tories reckon that. property development will cause more 
trouble in their ranks at Westminster than anything else, and 
wonder why the Labour party has not latched on to it. One 
way to avoid trouble is for developers to make more effort to 
woo the people in whose back yards they want to build. 

For more houses will undoubtedly be needed—even if Mr 
Ridley’s new forecast proves to be no more reliable than the 
previous one. The. pressure on the housing market in the 
south-east is clear from the stronger rise in prices in that re- 
gion (see page 65) than elsewhere in Britain. It comes, not 
mainly from new arrivals in the south-east, but from the in- 
creasing number of households: the products of ‘social 
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abolition of rates, the last tax on ptoperty, will remove one of 





































-Mr Assad’s bigger worry is that his alliance with Ir 
might not survive a Syrian war against Iran's supporters in. 
Lebanon. This alliance matters to Syria. It brings Syria cheap. 
Iranian oil and gives Syrian views special weight in inter-Arab 
counsels. Above all, it undermines Mr Assad's main Arab r 
val; President Saddam Hussein of Iraq. Iran has done badly in. 
the Gulf war lately: it will not lightly break with its only Arab - 
friend. But Iran also cares about Hezbollah. Outside Iran it- 
self, the southern suburbs of Beirut are the only corner of the 
world to have embraced the spiritual leadership of Ayatollah | 
Khomeini. Hezbollah has done Iran stout service, not least by 
providing a regular supply of western hostages to be traded. 
for western favours. Iran and Syria would prefer a peac 
compromise in Beirut, $ 

Amen. But, for Mr Assad’s own calculations, it has to be a 
compromise that entails some public humbling of Hezbollah. - 
A return by Hezbollah to its former lines, and the release of 
its western hostages, would be enough. Mr Assad’s alliance 
with Iran is convenient but not essential. The battle fo 
southern Beirut, by contrast, is not just another Lebanese tiff. 
A century and a half ago, the Druzes of Lebanon lost their 
primacy to the Maronite Christians. Today it is the Shias wh 
are moving inexorably towards ascendancy. Anything les 
than a clear Syrian success in south Beirut will register a 
Hezbollah victory. That could make southern Beirut into an 
even stronger outpost for Iran’s revolution, and hand the 
leadership of Lebanon’s Shias to the most violent and least 
compromising men in that revolution. The Assyrian shou 
pounce now, if he is ever to pounce at all. 





changes such as divorce and an aging population. 

Those agitating for development are wrong to argue tha 
more housebuilding in the rural south-east is the only possi 
ble answer to this rise in demand. Higher house prices there 
are one way to encourage people and businesses to. move - 
northwards. Indeed, an acceleration of price rises outside the 
south-east. suggests. that this may be beginning already. It 
could go further if more civil servants were prised out of cosy 
central-London offices. But the conservationists overstate the 
merits of a regional policy based largely on stopping sout 
east housebuilding. If existing owners’ houses can be sold fo 
£200,000, because planners stop similar houses from being 
built much more cheaply, planners are distorting local eco- 
nomics in a way that does most to hit. poor people andin- 
crease homelessness. "x 

There are other less damaging ways in which ministers : 
could reduce pressure on the south-east. Their present tax - 
policies have fostered demand. Absurdly generous tax advan- 
tages for owner-occupiers have pushed home-ownership in. 
the south-east outside London up to 70%—the highest rate. 
in Europe—and encouraged lavish under-occupation. The 
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ily home and move into something smaller. 

More houses and flats could be built in existing towns. 
The developers say they must build where people prefer to 
live, which is in the south-eastern countryside. Yet in the past 
two years over half the new housebuilding in the south-east 
has been on underused urban land, and none of it has proved 
hard to sell. More derelict land in southern cities could be 
brought into use through a vigorous urban programme, 
though not enough to build homes for all who want them. 


Welcome to my back yard 
ome what may, some new houses must be built inthe south- 
eastern countryside over the next decade. Opposition to 
them will foment more easily if myths about the government's 
intentions are allowed to take root. One myth is that the de- 
velopers are about to concrete over‘the “green belts” around 
_ big towns that now cover a fifth of the English countryside. 
Ministers have shown repeatedly that they will reject any such 
proposals, Central government does not often overrule local 
authorities: 98% of planning consents are given locally, not 
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< For the world's sake, do something about AIDS in Africa l 





. 4 Xunity. Beside them, to some African eyes, the unmea- 
.. sured threat of alps looms small. The official figures minimise 
the danger, with a world total so far of 70,000 reported cases, 
... of which 50,000 are supposed to be in the United States. The 
... official figures are rubbish. The truth is obscured by govern- 
.. mental complacency, anecdotal panic and a scientific void. 
In areas like Africa, nobody knows the size of the danger. 
Zaire, Uganda, Rwanda, Congo and their neighbours have no 
effective medical services, no testing laboratories, no statisti- 
cians. Relatively rich Nigeria records ten deaths from AIDS— 
but only 25,000 of its 100m people have ever been tested for 
.the virus that causes the disease. Reputable doctors think 
_ AIDS may be commoner in Africa than in its world capital of 
San Francisco. In rich countries it has spread by buggery and 
filthy needles, in Africa (it seems) by heterosexual contact like 
any venereal disease. That would endanger whole popula- 
tions: men, women and new-born children. . i 
Even the fear, let alone the reality, of such an epidemic 
will have awful effects. In black Africa's most sophisticated 
country, Zimbabwe, AIDS recently killed a British doctor who 
. unwittingly contracted it from an undiagnosed patient's 
..... blood. Africa in its complex of crises desperately needs travel- 
|. lers from outside: doctors, technical consultants, World Bank 
missionaries, private investors, above all the return of its own 
students after being educated abroad. The continent cannot 
even start to recover from all its other disasters if such people 
stay away, frightened for themselves and for their families. 
Although donors are weary of offering Africa more of the 
_ aid that has so often been wasted, the case for special research 
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the strongest incentives for little old widows to sell their fam- - on appeal; and of those proposals (admittedly the biggest) 


- .:AFRICA's known plagues include war, hunger, debt, dis- 












that do go to appeal, 60% are still turned down. 

New housing ought often to be clustered in new towns of, 
say, 4,000-5,000 houses. That is preferable to the alternative 
of ruining hundreds of existing villages with new 50-house 
estates, More new sites for such towns should be found to the 
east of London. Parts of Kent and Essex could accommo- 
date—and might even ^welcome—more building. Their flat 
landscapes are less easily scarred by unsympathetic housing 
than the open hills west of London. . 

Planners and developers should pay more ‘attention to 
variation of architectural style, sympathetic building materi- 
als'and landscaping, even if this means a slight increase in 
cost. Nobody likes serried ranks of identical houses. They do 
like trees, swimming pools, tennis courts, ‘so developers 
should spend more on amenities that will make a new town'a 
welcome addition to an area. They might even contribute to 
the cost of new bypasses. Nimbyism, a selfish emotion, is best 
overcome by an appeal to selfishness of a different sort. Adam 
Smith understood that 200 years ago, and he is supposed to 
have some followers in today's Tory party. ` 








into AIDS is self-interested as well as humanitarian. Finding 
out the truth might prevent the establishment. of a great 
world reservoir of the new plague. But help goes to those who 
ask, and most African governments are reluctant even to ad- 
mit that they have the scourge, let alone seek assistance to 
tackle it. Mr Kenneth Kaunda of Zambia, this year's chairman 
of the Organisation of African Unity; has honourably admit- 
ted that his son died of it, and that his country needs help to 
fight it. Many other leaders, notably those of Kenya (espe- 
cially endangered because of its many tourists), seem to be 
trying to fight AIDs by banning talk of it. 


Ignorance kills .- NE 
Some African rulers prefer ignorance to the possibly terrify- 
ing truth. None wants to take implicit blame for a disease 
mainly transmitted by sex. A few argue that other diseases— 
malaria, measles, bilharzia, hepatitis, sleeping sickness—kill 
tens of thousands of their people, and could be relatively 
cheaply cured, while Ais has hardly begun killing people yet, 
and cannot be cured at all. Why devote desperately scarce 
resources to an insoluble problem, when soluble ones wait to 
be confronted? i l 

This sounds logical, but isn’t. Africa’s established, appall- 
ing sicknesses would look almost benign if AIDS really took 
root. The first; absolute need is to identify and define the 
danger, the mere suspicion of which is already frightening off 
the helpers the continent most needs. Africans have to open 
their minds, and Africa’s friends abroad their purses, if they 
are to confront this potential menace to all mankind. 














THE RHINE AND THE OHIO 


A tale of two rivers 


The decline of their heavy industries left towns along the Ohio and the 
hine up river without a paddle. The Americans have created new jobs for 

old more quickly; the Europeans have changed old industrial slums into 

civilised places to live and work. Both have lessons to teach—and to learn 


HE raw material of today's growth in- 
dustries is a weightless “information” 
transported instantaneously- through the 
“yer. Aircraft have shrunk the world; the 
conditioner has shoved savage climates 
‘out of doors. A decision to locate a new fac- 
tory or office in one place or another—in- 
deed, to develop a whole industry from 
scratch—is less bounded than ever before 


by climate or geography. Some of today's 


booming areas in Europe and America were 
once deserts (the south-western American 
states, northern Mexico) or backward, farm- 
ing regions (Provence, Bavaria, East Anglia). 


Rivers, once a necessity for inland economic. 


development, are now an optional extra. 


The biggest losers are the river systems 


of the Rhine and the Ohio, homes to the 
foundries and factories of the industrial 


revolution. The Rhine is 820 miles long, 


flowing from Swiss valleys above Lake Con- 
stance to the North Sea below Rotterdam. 


The Ohio flows 980 miles from Pittsburgh, . 


where it is formed by the junction of the 
Monongahela and Allegheny rivers, west- 
wards to the Mississippi, which it meets be- 

en St Louis and Memphis. Both are navi- 
cle for much of their length. Duisburg, on 
the Rhine, calls itself the world's largest 
river port, and handles about 18m tonnes of 
goods a year; Cincinnati, on the Ohio, shifts 
around 16m tonnes. The basins of both riv- 
ers are among the most densely populated 
regions on their continents. 

As commercial centres, the Rhine cities 
are far older than their American counter- 
parts. Cologne was a sizeable Roman town; 
Louisville, Cincinnati and Pittsburgh were 
all founded in the second half of the eigh- 
teenth century. But as industrial centres, in 
the strict sense, the American towns are no 
more "modern" than the ones in Europe. 

Pittsburgh was first called "the Birming- 
ham of America" in 1821; the coal reserves 
of the Ruhr, which flows into the Rhine at 
Duisburg, were not developed until 1838. 
Only four years later James Silk Bucking- 

- ham, a British member of Parliament from 
Sheffield, found that his home town's atmo- 
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sphere was-"clear and translucent compared 
with Pittsburgh, which is certainly the most 
smoky and sooty town it has ever been my 


lot to behold." | 
The long goodbye. 


The Ohio basin has more land given over to 
farming than the Rhine. Overwhelmingly, 
however, the:economy of the two regions is 
industrial. Both have one area (Pittsburgh 
and the Ruhr) that committed itself to coal 
and metalworking. The largest employers in 


‘Louisville are General: Electric and Ford. 


Cincinnati's largest plants are owned by GE, 
again, and Procter & Gamble, a soap-to- 
food giant. Pittsburgh has been synonymous 


with steel, glass and. alüminium. In the ~~ 
Rhine basin are the headquarters of many of — 
West Germany's blue-chip industrial com- 


panies, such as Krupp in Essen; 
Mannesmann in Düsseldorf, and Thyssen in 


Duisburg; and two chemical companies, 


Bayer in Leverkusen and BASF in Ludwigsha- 
fen.Up river in Basle, where the Rhine 
makes a huge turn to the east, are the three 
Swiss chemical giants: Sandoz, Ciba-Geigy 














The Rhine 
North — ÓÀÀ 


"f. 


between 1965 and 1985. 


-their dependence on their traditional opera- 
“tions. Only a little over a third of Thyssen 




































and Hoffmann-La Roche. : 
The exhaustion of cheap natural re 
sources and competition from newly- 
industrialising regions as well as countries 
have combined to force both the Rhine and 
the Ohio to restructure their economies. 
This is seen most dramatically in North 
Rhine-Westphalia, the German land tha 
has the greatest concentration of old indus- 
try: It accounted for 4296 of West Germa- 
ny's GDP in 1950 but only 29% by 1986. This 
is not simply a matter of other places catch- 
ing up; the land's own output (at constant 
prices) is below its 1973 level. od 
Old tímers in both river basins yearn for 
the boom days of the 1950s, the years of 
post-war recovery for West Germany and of 
unchallenged industrial pre-eminence f 
America. Pittsburgh was cocky, enough to 
launch a "Renaissance" designed to cle: 
up the city, build a shiny new centre, à 
control endemic floods. Ruhr coal started to 
contract in the 1950s (when it employed 
more than 400,000 men, nearly four times as 
many as today). Later came the job-saving . 
mechanisation of ‘industrial. plants: GE 
slashed its Lousiville workforce; Pittsburgh 
shed more than 130,000 manufacturing job 


Many of the biggest regional compani 
on both rivers have diversified to reduce 


sales ate of unfinished steel; Mannesmai 
the great maker of steel tubes, is now in elec- 
tronics and ‘hydraulics; United ‘States Steel 
bought Marathon Oil, decided thar the steel 
business did not fit its image, and changed 
its name to USx. In none of these companies 
has diversification helped old industrial at- 
eas. Mannesmann has followed the high- 
tech crowd to southern Germany; Thyssen 
and Krupp have looked abroad; usx to 
Texas and Georgia. E 

The old companies’ core steel-opera- 
tions have been slashed. The Monongahela 
valley, south of Pittsburgh, is littered with 
mills rusting by the river, casualties of world: 
steél overcapacity in the slump of 1980-8 













































North Rhine-Westphalia confronts the 
same problem. Employment in iron. and 
steel in the Ruhr has just about halved (to 
::88,000) since 1961, and looks set to decline 
further. In bitter demonstrations earlier this 
year over the threatened closure of the 
Krupp plant at Rheinhausen, steelworkers 
blocked roads and bridges, and burst in on a 
board of directors’ meeting at Essen’s Villa 
Hügel, home of the Krupp dynasty and the 
-inner sanctum of German heavy industry. 
Unemployment in the Ruhr is above 
::1696. America's greater success in creating 
new jobs has kept regional unemployment 
lower in the Ohio valley—though in some 
"depressed pockets, rates are as high as along 
the Rhine. Many people have left to find 
work. elsewhere. Louisville's population fell 


hy 1796 between 1970 and 1980; the Ruhr 






America’s smokebelt 


has lost 500,000 people since 1965. But the 
areas remain densely populated, and their 
common challenge is to find new jobs to re- 
place those that have gone. 


Boosterism 

On both rivers a bewildering number of 
public, private, state, local. and national 
agencies, boards and committees bend their 
arms to the task of economic regeneration. 
The growth industry of the 1980s, beyond 
all others, seems to be something called 
“economic development”. 

The most obvious way to get new jobs is 
inward investment. Cologne’s chamber of 
commerce has a section dedicated to wooing 
foreign companies. The Economic Develop- 
merit Corporation for North Rhine-West- 
phalia boasts that it "substantially contrib- 
uted” to Toshiba’s decision to set up a 
video-recorder plant in Mönchengladbach. 
Cincinnati’s chamber of commerce has a 
three-volume package extolling the city's 
charms. In Kentucky local businessmen 
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that have their names in 
nglish arid Japanese. Düsseldorf re- 
joices in its reputation as Japan's favourite 
German city. 

Many mainstream economists in Amer- 
ica are sceptical about such boosterism. 
They think most companies favour a stable 
business climate over such inducements as 
capital-expenditure grants and tax holidays. 
Too much emphasis is put on inward invest- 
ment anyway. The economic developers at 
the Campaign for Greater Louisville have 
little doubt about where their. priorities 
should lie. Up to four-fifths of new jobs in 
their city, they say, will.come from compa- 
nies already there. 

Luring. new firms, or perstiading old 
ones to grow, is made harder by.a history of 
labour problems. In America a "river city" 


is almost synonymous with high levels of 
union membership. Louisville's labour rela- 
tions once led employers to call it Lousyville. 
Bosses and workers in Pittsburgh’s steel in- 
dustry rub along. better than they used to, 
but punishing strikes still occur in the coal- 
fields of Kentucky and West Virginia. .In 
West Germany the latest demonstrations in 
the Ruhr have vexed businessmen. 

Both river areas also have.a reputation 
for a low quality of life—a. reputation en- 
trenched by industrial accidents. Last year a 
fire at Sandoz in Basle was followed by the 
discharge of toxic chemicals into the river. 
This year a huge diesel tank split and spilt 
fuel into the Allegheny, polluting the drink- 
ing water of many Pennsylvanians. 


Publicists for the Ohio and Rhine ba- 


_ sins complain that these images are grossly 


unfair, The Europeans can say it with more 
conviction. The Ruhr is far more than a col- 
lection of smokestacks permanently circled 
by racing-pigeons. Its towns are separated by 
some delightful open country, and an im- 


© pressive effort ha 





s been made to remove the 
detritus of industrial decay. The Ohio valley 
is pockmarked by industrial slums but, Pitts- 
burgh now has a thriving downtown. Cin- 
cinnati, a quiet; conservative place (Pent- 
house and Playboy are hidden from view at 
its airport's news stands) is one of America’s 
nicest cities. 


America picks its brains 

Apart from improving labour relations and 
singing the praises of the hometown, how 
else is economic regeneration achieved? All 
agree that most new jobs are going to come 
in services. So Cologne is planning to build 
a "media park”; full of television companies 
and satellite links, just north of its city cen- 
tre; Louisville was thrilled when it beat other 
cities for the headquarters of America's 
Presbyterian church. 

In-services, American cities have one 
great advantage that their counterparts in 
Europe are denied. They can establish the 
selves as regional centres in a single, con 
nent-wide economy. Louisville airport, for 
example, was chosen by Urs, a leading ex- 
press-parcel delivery company, as the main 
base of its country-wide operations. Of even 
greater importance, American cities have 
spotted much more quickly the need for syn- 
ergy between their businesses and their uni- 
versities. This. is especially obvious in 
healthcare, which both Louisville and Pitts- 
burgh have identified as a growth industry 
that depends for its success on tapping into 
high-quality research and researchers. 

Since they first lost jobs, many Ameri- 
can towns along the Ohio have come to be- 
lieve that they need good universities to 
help win them back. Leading citizens of Lou- 
isville and Cincinnati complain (privately) 
that their universities are not up to scratch. 
Pittsburgh's efforts to turn itself into a high- 
technology centre depend heavily on.Carne- 
gie-Mellon and Pittsburgh universities, its 
two world-class research institutions. P 
the largest employer outside government 
the city, is developing the 85-acre site of 
Gulf Oil's research laboratories (which left 
the city when Gulf was bought by Chevron) 
into an applied-research centre. The two 
universities are now as much a part of the 
corporate climate of the city as the Mellon 
Bank, usx, Alcoa or PPG. 

All the hyperbole apart, the claim that 
universities are a key to industrial regenera- 
tion remains empirically unproven. But it is 
certainly now believed in West Germany, 
where businessmen grumble that the old 
university towns, like Heidelberg and Bonn, 
have failed to meet their needs, and look 
with envy at university-industry links every- 
where from North Carolina to Scotland. 
The Ruhr, Germany's most densely popu- 
lated region, did not have a university at all 
until one was founded in Bochum in the 
early 1960s, to be quickly followed by four 
others. In 1965 only about 696 of North 
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The Guinness Flight Global High 
Income Bond Fund is a unique and 
timely investment opportunity. 
Its primary objective is the genera- 
tion of a high level of income froma 
professionally managed portfolio of 
high interest bearing international 
government and similar bonds. 
At any one time a minimum of 60% 
of the Fund's total assets are 
invested in bonds backed by gov- 
ernments, government agencies 
and supranational institutions 
such as the World Bank - to 
provide capital protection. 
Capital growth is actively sought 
from market selection and timing 
and the identification of improving 
credits as well as from declines in 
the general level of international 
interest rates. 

The Global High Income Bond 
Fund is a sub-fund of the Global 
Strategy Fund Limited, one of the 
largest offshore 'umbrella' funds. 
VALUE FOR MONEY 
Initial charges are among the low- 
est available at 3.5% on invest- 
ments up to £50,000, nil above, 
Annual management fee 0.75%. 
Conversions £25 each. Custodian 
fee 0.125%. | 
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GUINNESS FLIGHT 


GLOBAL STRATEGY FUND LIMITED 


GLOBAL 


HIGH 


INCOME 


BOND FUND 


Il. 


average yield (net of charges) April 1988 


l ® Name 
e 


X os 
O Country s 


This advertisement has been placed by Guinness Flight 
Global Asset Management Limited, a member of IMRO 
and the investment adviser to Guinness Flight Global 


GENERAL INFORMATION 
Investors are reminded that as a 
consequence of the general nature 
of the investments held and of pos- 
sible exchange and interest rate 
fluctuations the value of their 
shares and the yield from them may 
go down as well as up and that past 
performance is no guide to the 
future. Also the Fund's initial 
charge (where applicable) means 
that if an investor withdraws from 
the investment in the short term he 
may not get back the amount he has 
invested. 


PO Box 188. La Vieille Cour, St Peter Port. 
Guernsey, Channel Islands. 


Telephone (0481) 712176 or Telex 4191284 GFFUNDG 
Please send me a prospectus for the Guinness Flight 
Global Strategy Fund Limited, on the sole basis of 


which an investment! may be made 





è 
S Address o o aL Lu eret 


Stategy Fund Limited - an offshore fund 
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THE RHINE AND THE OHIO 


Rhine-Westphalia’s students came from the 
Ruhr; today more than 27% do. 

The extraordinary degree of partner- 
ship between large companies and city and 
local governments in America is another ad- 
vantage that the Rhine lacks. In Cincinnati, 
a city that prides itself on its sense of com- 
munity, Procter & Gamble willingly takes 
on responsibilities that elsewhere would be- 
long entirely to government. In 1986, for ex- 
ample, the city’s mayor asked Mr John 
Smale, Procter & Gamble’s chief executive, 
to head a commission of businessmen 
charged with examining the state of the 
city’s infrastructure. The commission re- 
ported in favour of increasing the city's tax 
on incomes and corporate profits. 

Pittsburgh is the American city that has 
taken the business-government partnership 
most to heart. The Allegheny Conference 
on Community Development, founded in 
1943, is a club of local chief executives that 
has played a central role in rebuilding down- 
town. Like an amoeba, it has spent 45 years 
redividing. In 1955 it spun off the Regional 
Economic Development Corporation, just 
as Pittsburgh first lost jobs; that in turn led, 
in 1972, to the Penn's Southwest Associa- 
tion, to market the charms of the region. 
Now the association has itself spawned the 
Pittsburgh High Technology Centre to sell 
the new, clean city. 

All these bodies, working closely with 
City and state governments, represent the 
commitment of thousands of hours of exec- 
utives' time, and lots of their companies' 
money. Despite the statutory responsibility 
that West German chambers of commerce 
have for the organisation of vocational 
training, there is no European equivalent of 
the scale of this corporate involvement in 
economic regeneration. 

With big advantages in high-technol- 
ogy, stronger industry-university links and a 
partnership between the government and 
business far in advance of Europe, Ameri- 
can cities have some powerful advantages. 
Yet the troubling, unquantifiable, but un- 
avoidable fact is that they are in many ways 
less prosperous and less appealing than their 
European counterparts. 


Civilised Europe 

You will search in vain for a German city as 
down-at-heel as Louisville; along the Rhine 
you will find no slums like those of Pitts- 
burgh; no lost, small towns, like those in 
Kentucky and Ohio. The division between 
wealth and poverty, so evident in America, 
has no analogue in West Germany or Swit- 
zerland. The very buildings—the bricks and 
mortar of capitalism—are different. The 
triumphalism of Pittsburgh's skyscrapers—a 
horrible glass version of the House of Lords’ 
tower, a “cathedral of learning" that looks 
like a Gothic church after a course of growth 


hormones—has no European equivalents. 
The offices of Thyssen, 
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Krupp and > 





Mannesmann are, by comparison, quiet to 
the point of timidity. 

Moreover, despite the troubles at 
Rheinhausen, and the obvious pain of eco- 
nomic adjustment, there is no European 
equivalent of the sheer hopelessness of the 
towns along the Monongahela, each with its 
rusting, rotting steel mill. Homestead, once 
an important steel town, is reduced to an- 
nouncing at its city-limits that it is the 
“Odour control capital of the world”. Per- 
haps it is. A few miles away, in a devastated 
section of McKeesport, the men at the un- 
employed workers’ committee, when asked 
how they feel about the new, bright, image 
of Pittsburgh, say simply:‘We feel left out”. 

Even right-wing governments in Europe 
are unwilling to leave such communities en- 
tirely to the play of market forces; At a con- 





The Rhine washes Cologne 


ference on the Ruhr's problems in February 
this year, Mr Helmut Kohl, the federal chan- 
cellor, listed the interventions—a space 
agency here, DM500m extra investment by 
the post office there—that central govern- 
ment was prepared to make. Those parts of 
West Germany that use nuclear power pay 
the kohlepfennig, a special tax which acts as 
a subsidy to the coal miners of the Ruhr. In 
America, by contrast, the federal govern- 
ment has just about withdrawn from re- 
gional economic assistance. 

Along the Ohio, the environmental ef- 
forts are local, not regional. The Ruhr has 
found a better way. After successfully tack- 
ling the area's industrial decay, the land gov- 
ernment of North Rhine-Westphalia even 
has a ruse that links this clean-up to the cre- 
ation of new technology. It is encouraging 
the growth of companies offering for sale 
the environmental technology developed 
during the cleansing operation. 

European cities also have some intangi- 
ble advantages. In Pittsburgh xenophobia 


was rampant when Beazer's, an English 
building-materials firm, tried to buy 
Koppers, a local outfit, this year. In Cincin- 
nati a senior figure at the chamber of com- 
merce can boast that the city has more com- 
panies in the Fortune 500 than "anywhere 
else in Ohio". Along the Rhine, companies 
and cities alike know that this parochialism 
is misplaced. The Regio Basiliensis, based in 
Basle, is an economic-development associa- 
tion that helps towns in three countries; 
Strasbourg is home to a polyglot bunch of 
Eurocrats; Cologne wants to become one of 
the main distribution centres in the single 
European market. This perception of other 
countries, other worlds, is increasingly going 
to serve Europe's towns and industries well. 

America can and probably will become 
less parochial. It will find it less easy to emu- 





late the way in which the wealth of German 
and Swiss towns is spread around; the sc 

ity, and comfort, of their mixed economies; 
the feeling that it is possible to fall, but fall 
only so far. Differences in tradition do, after 
all, matter. It is futile to suppose that a small 
town on the Ohio, somewhere between Pa- 
ducah and Owensboro, is ever going to look 
beautiful. When its textile plant closes, its 
furniture maker leaves, it takes with it what 
has made the town tick. This is simply not 
the case in Europe. 

Kónigswinter, a town across the river 
from Bonn, is just one of many places 
squashed between the river and Wagnerian 
hills that can convincingly say it is an agree- 
able place to live and work in as well as to 
visit. Cologne and Basle, Strasbourg and 
Kónigswinter, had a life and a purpose cen- 
turies before the first Bessemer steel furnace 
or petrochemical plant. In tomorrow's econ- 
omy, yesterday's strengths will stand them 


in good stead. 
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Todos the most hospitable financial climate 


may not be close to home. 


Yesterday, globalization was a word. 

Today, it's a reality. 

As the world's markets have become unified, so should 
a bank's ability to take advantage of them for you. 

Today, Bankers Trust can move effortlessly to wherever 
the climate is most favorable to each element of your transaction. 

A swap in London, a private placement in New York, 
yen from Sydney, dollars from Zurich — we can put the pieces 
together swiftly and efficiently. 

Long ago, perfecting our ability to take advantage of the 
global market became an important part of our merchant 
banking strategy. Today, we run a single, integrated book of 
worldwide business that encompasses New York, London, Tokyo, 
Hong Kong, Sydney and Zurich. 

Yesterday, many markets. Today, just one. That dramatic 
change is exactly reflected in the way merchant banking goes 
about its clients' business. 


Bankers Trust Company 


Because today isn't yesterday. 
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Its not just how long you age it. 


Its what you age. 


No matter how long you age ordi- 
nary Scotch, it will always be ordinary. 

Which is why the words “12 years 
old” ona label aren't nearly as impressive 
as the words “Chivas Regal" 

Afterall, since 1801, Chivas Regal has 
been made from the prize whiskies of 


E 


p 
(ds S S 
» a 


TA 3 


S REGAL 


such legendary Highland distilleries as 
Strathisla—one of Scotland's oldest. 
In fact, Chivas Brothers meticulously 





selects dozens of prize whiskies—each 
for a specific characteristic—then blends 
them for that consistently smooth taste. 

All of which helps explain why many 
Scotches can carry the words “12 years 
old.” But only one can carry the words 
“Chivas Regal.” 
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The retreat from Kabul 


OBODY was quoting Ogden Nash: 
You look divine as you advance/ Have 
you seen yourself retreating? Yet, among the 
Russians, while there was hardly a spirit of 
levity, neither was there any outward show 
of gloom. They were going home. In western 
eyes, May 15 1988 was the extraordinary 
and far-from-expected day of days when the 
^ assians started to pull out of a place their 
my had marched into in pursuit of its “in- 
ternationalist duty". The soldiers had been 
looking forward to it, too. 

They have experienced the classic disap- 
pointments of colonial warfare. Told by 
their political masters that they were answer- 
ing a call from a threatened ally, they learnt 
instead that to most Afghans and most 
other Muslims, as well as to the West, they 
were just invaders. What was supposed to be 
an interesting and exotic posting turned out 
to be a terrifying one. So home, chaps, to 
Kiev and Omsk, to show your medals 
and catch up with the debate on 
perestroika. If there was one problem 
left it was how to leave Afghanistan 
with some dignity and, most impor- 
tant, with your life. 

At least they had a soldierly send- 
off. At Jalalabad, the Russian base 
from which a first contingent of sol- 
diers withdrew amid publicity, some 

ndreds of Afghans were persuaded 

throw flowers at the column of 
1,300 men travelling in 300 tanks and 
armoured cars as it left the town. 
True, there were some lumps of dung 
among the tributes, but no bombs. 
When the soldiers reached Kabul, his 
“dear friends” were thanked by Presi- 
dent Najibullah: fulsomely but no 
doubt sincerely. They have been his 
communist party's guardians for the 
past eight years. 

There were caviar sandwiches and warm 
champagne for the officers. Then the Rus- 
sian soldiers, "our boys", as Lieutenant- 
General Vladimir Bogdanov calls his 
charges in the manner of military brass in 
every army, set off northwards for the Soviet 
border. "We'll miss you", shouted some Af 
ghans, perhaps truthfully if they were com- 
munists: the future for them is obscure. The 
soldiers waved back, some of them with the 


bush hats which at first sight make a west- 
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erner blink and wonder what the Boy Scouts 
are doing in this place. 

The 200-mile road to the Oxus river 
which marks the frontier with the Soviet 
Union is, by the standards of Afghan infra- 
structure, a good one. But it passes through 
places that might have been constructed for 
ambushes, including the notorious Salang 
Tunnel, the scene of previous guerrilla at- 
tacks. The armoured cars offer protection 
against snipers’ bullets but, because of the 
summer's blistering heat, the soldiers mostly 
prefer to sit on top of them. Nevertheless 
the column made it, without casualties, to 
the border town of Termez, where the lads 


. were given a tumultuous reception by their 


own people. 

Their arrival made nice pictures for So- 
viet television, but the Russians are not 
complacent. This was the first of many jour- 


neys before the withdrawal is supposed to be 
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Flowers for the living 


completed in nine months' time. The next 
retreating column, or the one after that, may 
not get through unscathed. 

The size of the Soviet military commit- 
ment to  Afghanisan—Mr Mikhail 
Gorbachev's "bleeding wound”—can only 
be guessed, because the Russians have never 
published any figures. The figure generally 
accepted in the West, and not too vigorously 
denied by the Russians, is around 115,000 
men, maybe somewhat more, minus the 


1,300 who left this week. The Russians this 
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AFGHANISTAN 


week admitted to losing 15,000 dead, but 
the true number could be a lot more. 


Around 700,000 Soviet soldiers have served 


in Afghanistan at some time over the past 
eight years, so many millions of Soviet citi- 
zens have relations, or friends, with experi- 
ence of the war. They have created an un- 
dercurrent of public loathing for the war 
which is now allowed expression in the 
somewhat more open Soviet press. 
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The Afghan debacle is sometimes called _ 


Russia’s Vietnam, although this comparison 
g p 


their army, say the Russians, has not 
been defeated. All the same, Russia's 


had particularly horrible experiences 


labour camp, like those who failed to 


second world war; but they could be a 
long-term problem. 

Some ex-soldiers feel they are not 
getting enough praise for the work in 
Afghanistan, and have been allowed 


Victory Day celebrations on May 9th, 


is not heard in the Soviet Union: - 


post-Afghan experience is likely to — 
echo America's post-Vietnam one. — 
Many young men have gone home - 
with a drug habit. The ones who have - 


find it difficult to readjust to civilian — 
life. They will not be shot, or sent toa | 


readjust to Stalin's Russia after the — 


to grumble that, at Moscow's annual - 


all the attention, as always, was given - 


to those who had beaten the Ger- — 


mans in the Great Patriotic War. 
As America did, Russia is leaving a 


country where the war goes on. How will it 


be settled? Will Mr Najibullah's government 
in Kabul survive without its Russian protec- 
tors, or will, as conventional wisdom has it, 
the mujaheddin soon become Afghanistan's 
new masters? 

On May 14th, the day before the Rus- 
sians started to leave, the seven-party guer- 
rilla alliance in Peshawar, Pakistan's frontier 
town with Afghanistan, gave reporters 
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copies of the constitution for the interim 
government the guerrillas say they will set 
up when they have captured Kabul. Taking 
Kabul may not, however, be easy... 
Western diplomats in Pakistan are less 
confident of an early collapse of the Kabul 
government than they were six months ago. 
Mr Najibullah still has a useful armed force. 
The government's 50,000-strong— largely 
conscript—army is not impressive. But Mr 
Najibullah also has 50,000-odd paramilitary 
policemen, and up:to 20,000 professionals 
in the military wing of the Khad, the secret 
lice: Then there are the tribal leaders who 
ave sided with the regime just because their 
local enemy has gone with the resistance. 
| "The resistance is divided by hatreds 
_ Strong enough to have made its leaders draw 
pistols on each other. It has never had a co- 
rdinated military plan, any more than it 
as had a unified political structure. The Af- 
.ghans' assortment of tribal and ethnic loyal- 
ties makes it hard for a de Gaulle or a Mao 
Zedong to emerge out of the. resistance. 
Power may grow out of the barrel of a gun, 
; but how? ; bog 
Mr Ahmad Shah Massoud,. the com- 
ander who dominates the north-east, is 
the nearest thing to an Afghan with enough 
fighting prowess to give him national stat- 
ure. Over the past three years he has devel- 
oped.an elite mobile force, several hundred 
‘strong, whose units help local guerrillas plan 
and carry out attacks on positions held by 
the Russians and their allies. Mr Massoud 
has on occasion persuaded guerrilla bands 
from different provinces and of different po- 
tical. views. to co-operate in major opera- 
ions, He has won support from the local 


population by running health, 
and education programmes, paid for by 
taxes on local trade.’ 

If Mr Massoud were in a position to do 
these things throughout the country, the re- 
sistance could build up a united army and 
more or less stroll into Kabul. But Mr 


Massoud’s. nominal masters in Peshawar. 
(and their Pakistani backers) do not want 


him to be'so powerful. They give him weap- 
ons to keep him loyal, but prefer command- 
ers whom they feel better able to control. 
These are the people they will depend upon 
to take the capital, possibly with advice from 
the Pakistani army. 

Pakistan's President Zia ul Haq seems to 
have decided that, however Kabul is taken, 
Mr Gulbuddin Heckmatyar, current head of 
the resistance alliance, should control it. Mr 
Heckmatyar was in bad odour with Pakistan 
earlier this year, because too many murders 
in Peshawar were laid at his party’s door. In 
his favour, however, are his tightly-knit 
party, the Hezb-i-Islami, and a-vision of an 
Islamic state similar to President Zia's. 

The designated head of the planned 
new interim government, Mr Ahmed Shah, 
is a fundamentalist of the Wahhabi persua- 
sion, a sect found-mostly in Saudi Arabia 


that is notoriously intolerant of deviation. . 


According to the proposed. constitution, 
laws will be based on a Sunni school of juris- 
prudence, which will be unacceptable to the 
20% of the population that is Shia. The 
Shia Muslims, who are to have no represen- 
tation inthe proposed government, may 
then turn to their Iranian co-Shias for help. 

- Inthe end the best commanders, includ- 


. ing Mr Massoud, may decide to go it alone, 


agriculture 


leaving Kabul to Mr Heckmatyar and his fol 
lowers, and running their own bits of Af 
ghanistan as they think fit. The brave new 
_Afghanistan could turn out to be an exceed- 
ingly loose-knit place. But it would at least 
be an Afghanistan withour the Soviet-im- 
posed communist government that most Af- 
ghans, whatever. their other differences, 


agree they loathe. 





China . 
One step back 


FROM OUR CHINA CORRESPONDENT 


ESPITE double-digit inflation and its 

attendant grumbles of. discontent, Mr 
Zhao Ziyang, China's party leader, says that 
"our confidence" in the policy of economic 
liberalisation is unshaken. More prices will 
be freed to find their own. levels; the st 
will further lift its heavy hand from the m: 
ket. One of Mr Zhao's favourite economists, 
Mr Li Yining of Beijing University, says 
bluntly, "The biggest danger is not rising 
prices... but the return of the traditional sys- 
tem of planning." Why then are China's 
city-dwellers being: given: cash hand-outs 
that amount to 10% pay rises? . 

The short answer is fear. China has 
about 200m people who live in cities or big 
towns, and who spend more than half their 
incomes on food. The reforms that began in 
the countryside almost ten years ago may 
have pleased the 800m peasants but, be- 
cause food is dearer as well as much more 
plentiful, they are cutting living standards 























UTOBIOGRAPHIES, like kiss-and- 

A tell memoirs, usually mark the end of 
the author's career. Is it not a bit omi- 
nous, then, for Miss Benazir Bhutto to 
embark on one at the age of 34 (and just 
after her marriage)? No, this is only vol- 
‘ume one, she says. Miss Bhutto, whose 
- popularity has slumped since her trium- 
phal return to^ Pakistan from exile two 
“years ago, may hope to regain a bit of sym- 
pathy by it. She was anxious, during a trip 
to London to visit her publishers, to cor- 
rect a few misconceptions. 

People accused her of being arrogant, 
she said, simply because she was a woman 
with a strong personality. Mrs Thatcher 
had the.same problem. Yet if it were oth- 
. erwise they would call her wishy-washy. 
She was said to have split her Pakistan 
People’s party by refusing to take advice. 
But it was no more divided than in her 
father’s day, when it held power, and any- 
way many of the. defectors had been 








Benazir, volume one - 


workers’ wages and foreign aid, 


: making a mistake by chiefly backing the 








bought or intimidated into defection by . 
the government; . 

Some critics said her policies were no 
different from President. Zia ul Haq's. 
What nonsense, she explained, She had 
objected to the constitutional amendment 
of 1985 which drew a veil over actions 
taken under martial law. She disagreed 


; With the government's selling of "sick" 


nationalised industries cheaply to fa- 
voured friends... President Zia, she 
claimed, turned a blind eye to drug smug- 
gling. He persecuted women by- his 
Islamisation programme. He was neglect- 
ing the country's infrastructure; the. cur- 
rent. prosperity amounted to: little more 
than a consumer boom-financed by Gulf 


Miss Bhutto is disappointed that the. 
Russians have not been made to install a 
new, coalition, government in Afghani- 
stan before their withdrawal. Pakistan was 





. hardline resistance. leaders; this would 


promised to hold by 1990, she needs to 


‘prolong the civil war, and delay the return 
of the Afghan refugees, — - 

The differences she offers, though, are 
not all that dramatic. Miss Bhutto has 
modified her father’s socialism and anti- 
Americanism in an attempt to win over 
the middleclass he alienated. This, how- 
ever, makes it harder for her to outflank 
President Zia. Miss Bhutto. seems to ac- 
cuse him mainly of messy government, 
rather than of trying to do the wrong 
things. RT 

Would Miss Bhutto, with her. "strong 
personality", govern much better? She is 
the only opposition politician with na- 
tional support. But that support was not 
enough to prevent her party doing badly 
in last December's local elections. To win 
the general election President Zia has 


strengthen her party organisation and de- 
velop a programme which is more than a 
simple condemnation of the government. 
Otherwise there may be no call for volume 
two. : 
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r many urban workers, especially govern- 
ənt employees on fixed incomes. 

When Mr Zhao and his colleagues seek 
foreign parallels of communist reform they 
fix their eyes on Poland—and perceive a 
nightmare of workers’ riots. When they look 
to their own history, they see inflation help- 
ing the downfall in 1949 of Chiang Kai- 
shek's Nationalist government. The panic 
buying in China today of soap, matches, 
pork and eggs feeds inflation and scares 
even confirmed optimists like Mr Zhao. 
General Jaruzelski has only 37m Poles to 
worry about; Mr Zhao has 1 billion Chinese. 

Hence the decision, disclosed this 
month, to cushion the consumer from the 
latest round of price increases. Price con- 
trols on vegetables, pork, sugar and eggs 
have been lifted. In Beijing's markets, pork 
will soon cost on average 5096 more than it 
did last month; eggs 2896 more; cabbage 
30% more; and sugar 58% more. According 
ro the authorities, the typical breadwinner 

| now have to spend an extra Rmb9.8 

!.10) a month on food to support his fam- 
ily. Since the average urban wage is only 
about Rmb90 a month, that is a lot. 


Trying to please everyone 

This is why government employees and pen- 
sioners in Shanghai and Beijing are being 
paid an extra Rmb10. Students (as prone to 
demonstrate in China as elsewhere) will get 
Rmb8 more. To nervous politicians, this 
makes sense. To believers in the market 
(which China's leaders half-claim to be) it 
looks suspiciously like cowardice. 

Subsidies have distorted the price mech- 
anism ever since China began being com- 
munist. Now the authorities are cutting sub- 
sidies on goods and handing out cash to 
people instead. So prices and incomes will 
both rise, and instant inflation will follow, 
with the possibility of more later: in which 
case, a new sort of market distortion will re- 
place the old one. Still, the authorities’ cau- 
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tion is understandable. It is only 16 months 
since the liberalish party leader, Mr Hu 
Yaobang, had to be sacked to appease Marx- 
ist traditionalists. 

Also, the subsidy cushion is not as com- 
fortable as it might appear. The cash will be 
paid to consumers by city governments, fac- 
tories, hospitals and so on. The efficiency- 
encouraging hint is that the central govern- 
ment will be loath to reimburse these local 
bodies. With luck, this could mean that 
some places will pay smaller supplements 
than others (and some cities may decide to 
pay none at all, especially when the autumn 
harvest increases food supplies). 

Righting China's economy will take 
more than central-government hints and 
Mr Zhao's enthusiasm. When the World 
Bank recently rewarded China's decision to 
end grain subsidies in two areas by provid- 
ing a “policy adjustment” loan of $300m, its 
president, Mr Barber Conable, said, "The 
law of supply and demand provides better 
control of inflation than efforts to manipu- 
late prices politically" Mr Zhao and his 
mentor, Mr Deng Xiaoping, doubtless 
agree. But most people in China, including 
most members of its Communist party, have 
never heard of the basic law of economics. 

Mr Zhao is fighting to change a system 
in which corruption is rife and it is still al- 
most impossible to fire bad workers and re- 
ward good ones. So far, the idea of “con- 
responsibility"—in which an 
individual or enterprise can make money on 
the free market after fulfilling an agreed 
quota—is having only a limited impact. 

Reality is a depressing antidote to Mr 
Zhao's optimism. Of the 235 large industrial 
projects completed between 1984 and 1986, 
only a quarter are operating at or near their 
potential, and 46 are running at a loss. This 
month China's factories were ordered to 
stop making refrigerators, air conditioners, 
washing machines, sewing machines, even 
bicycles, without special permission. Why? 


Because the producers are so deaf to market 
signals that factories have now made more 
than 20m watches, 7m electric fans and 10m 
bicycles so badly that they cannot be sold 
even to the unpernickety Chinese. 





Japan and North Korea 


Still, there's trade 


FROM OUR TOKYO CORRESPONDENT 


DMIRE Japan for showing tolerance to 
the intolerable North Koreans. It al- 
lowed some of them into Japan this week to 
play in the Asian table tennis championship 
in Niigata. The Japanese government had 
been cold-shouldering North Korea since its 
apparent blowing up of a South Korean air- 
liner last year. Why change now? Because 
the Japanese had been hoping to persuade 
North Korea to attend this year’s Olympics 
in Seoul, South Korea’s capital. 

It did not work. The head of the North 
Korean team, Mr Li Jong Ho, rejected a pro- 
posal by the president of the International 
Table Tennis Federation, Mr Ichiro 
Ogimura, who happens to be a Japanese, 
that North Korea should turn up for at least 
the table tennis events in Seoul (where it 
might win medals) North Korea was un- 
likely to be in Seoul for anything, Mr Li said. 

Japan feels it ought to be edging up to 
North Korea. About 260,000 North Kore- 
ans are reckoned to live in Japan, more than 
any other lot of non-Japanese except South 
Koreans. Although the two countries have 
no diplomatic relations, Japan would like 
closer links with North Korea as a way of 
matching the new closeness between China, 
North Korea's old ally, and South Korea, its 
old opponent. One good shift of allegiances 
deserves another, the Japanese reckon. 

So far Japan's relationship with North 
Korea is mostly one of trade. It is North Ko- 
rea's main non-communist trading partner, 
accounting for 1096 of all North Korea's 
trade and more than two-thirds of that with 
capitalist countries. But for Japan this is 
small beer: last year the two countries' trade 
was worth only $450m, with a small surplus 
in North Korea's favour. Apart from the 
blown-up airliner, Japan and North Korea 
have been at odds over two Japanese seamen 
seized by the North Koreans as spies and 
sentenced to 15 years' hard labour. Appar- 
ently this was in retaliation for Japan's re- 
fusal to return a North Korean soldier who 
had stowed away in a Japanese ship. 

Any improvement in all this, it is now 
recognised in Tokyo, will have to wait until 
after the Olympics. Japan's refusal to admit 
North Korean officials into the country, im- 
posed after the airliner disaster, will be re- 
viewed then. If North Korea sabotages the 
Olympics (either in Seoul or in Japan, where 
the Olympics teams of the 35 nations will be 


27 


E 4 




















| Small, not beautiful 
Japan's trade with North Korea 






< Source: Japan's Ministry of Finance 


training and through which about 80% of 
the visitors to the games will pass), the frost 
will return. Since both Russia and China 
will be taking part in the games, a rational 
North Korea would know it will hurt itself 
by disrupting them. 

The Japanese Red Army, however, may 
o North Korea’s dirty work for it. This 
month the Japanese police arrested Mr 
Yasuhiro Shibata, one of nine Red Army 

embers who in 1970 hijacked a Japanese 
airliner to North Korea, where the group 
- took refuge. It now turns out that since 1986 
_ Mr Shibata has been back in Japan, where 
. he is suspected of planning to sabotage the 
Olympics. The Japanese foreign minister, 
Mr Sosuke Uno, says that Mr Shibata could 
hardly have left North Korea and re-entered 
Japan without the co-operation of the North 
Korean authorities. 





| Vietnam 
Feed us 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


HE people who run Vietnam, like other 
third-world left-wingers, have tried to 
ght a war, establish socialism and feed their 
people all.at once. The Vietnamese commu- 
nists did well with the war and disastrously 
rith the feeding. They now say they face a 
famine, and ask for compassionate aid that 
could rescue their fading authority. 
. There is some doubt about the severity 
of this famine. The Vietnamese, to be sure, 
are adding to their population of 60m more 
than a million extra hungry mouths a year. 
And for two successive years rice produc- 
tion has fallen. In 1986 18.5m tonnes of 
food were produced. That fell to 17.6m last 
year. This year's target of 19m tonnes is well 
ahead of the likely result. 

In the north of Vietnam, food produc- 
tion has fallen well short of what it should 
-have been. The government is dramatising 

this in broadcasts over Radio Hanoi. Offr- 
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th; and 120,000 tonnes of ri 

gently needed from abroad, 
through to the next harvest in two months’ 
time. Some international aid people say 
around half that might be enough. i 
The south does better than the north 


because it is more fertile, arid still has some 
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fairly efficient small private farms. The... 


north is dominated by huge, ill-managed 
collective farms, and hit. hard by. bad 
weather and pestilence. Southerners have 
enough rice, and maybe. some to spare. 
Northerners are hungry, but not on the 
whole badly malnourished. Visitors say the 
few people who have died were old and frail: 

A. competent. government would: buy 
rice in the south and ship it north. But Viet: 
nam's inflation is still shooting up. (The 
black market rate of the dong to the dollar 
has fallen from 1,000 to 3,000 since. Janu- 
ary.) Farmers are reluctant to hand over 
their rice for worthless dongs. 

To support the government's claims of 
famine-around-the-corner, the number of 
Vietnamese refugees arriving in Hongkong 
has leapt to around 100 a day, nearly six 
times the number at this time last year. Boat 


- people have in the past come mainly from 


southern Vietnam, whence escape was eas- 
ier, especially for the better-off. The latest 
refugees, mostly from northern Vietnam, 
are arriving in Hongkong in.a rough state 
after two weeks at sea, but not generally 
starving. Some people think they are fleeing 
not from famine but from the country’s gen- 
eral economic failure, and the political dis- 
tortions that cause it. 

The flow of refugees reinforces the Viet- 
namese government's laments about hunger 
as a way of underlining its request for Amer- 
ican aid. The United States, the government 
assumes, would be embarrassed if people 
started to die of hunger in Vietnam because 
America would not help. The Americans de- 
cline to help Vietnam because its soldiers 
are occupying Kampuchea, and. because its 
government is slow to track down and te- 
turn the remains of American soldiers miss- 
ing in action in the Vietnam war. The inter- 
national aid agencies, which would like to 
help, observe that Vietnam has promised to 
pull out of Kampuchea by 1990 (the Ameri- 
cans are rightly sceptical), and is returning 
more American corpses (it recently handed 
over 23). : 

For many Americans, it is ari irony that 
the hand which beat them 15 years ago is 
now extended. for alms. Some American 
congressmen: say their government: should 
encourage the. Vietnamese version of Rus- 
sia’s "restructuring" (doi moiin Vietnam 
ese). They propose moving towards diplo- 
matic. relations, by setting up. "interest 
sections" in Washington and Hanoi. If fam- 
ine really took hold, the doi moi hopes of 
Vietnam's new leader, Mr Nguyen Van 
Linh, would be at risk. Plenty of old-guard. 
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iticians would like to ge 
back to hardline Stalinism, which did nc 
work but kept them in power. But is the nex 
guard really new, and is doi moi really mucl 
of a change? i 
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TE past week's fighting at Amritsar’: 








tion was enough to break the nerve of most 
of the militants. On May 15th more than 
100 threw down their guns and. surren- 
dered; they included several. notorious ter- 
rorists who are held responsible for scores of 
recent murders. A hardcore group retreated 
into the sanctuary of the Harmandir Sahib 
and held out there for three more days, but 
46 of these gave themselves up on May 18th, 
while three committed suicide and two who 
made an attempt to escape were killed, 

The surrender represents an import 
tactical victory for Mr Rajiv Gandhi’s gov- 
ernment in its struggle against the Sikhs 
who want to establish an independent state 
called Khalistan. Not only has it destroyed 
the nerve centre of sécessionist Operations 
in Punjab, but it has done so without seri- 
ously offending Sikh religious sentiment. 

In March, when the prime minister re- 
leased from detention five Sikh high priests 
who were close to the secessionists, and of- 
fered to talk with the militants themselves if 
they would renounce violence and seek a so- 
lution within the Indian constitution, they 
took this as a sign of weakness. They 
stepped up their .campaign of killings in 
Punjab; and they began to fortify the 
Golden Temple once again. 

Their leaders made no secret of their be- 
lief that the battle for Khalistan was more 
than half over. All they needed, they 
thought, was to provoke the government 
into: launching another assault on the 
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Golden Temple. This was probably y the i in- 











nior police: officer near the temple on May 
9th. But Mr Gandhi, unlike his mother, did 
not oblige them. The authorities’ response 
was an operation. designed to limit both 
casualties and damage to the buildings. 
.Now the secessionists have lost some of. 
their most. important leaders and a good 


tention that hy behind the shooting of a se- 














ee | of Khalistan really is. In the three days 


that followed the surrender on May 15th, 


Sikh terrorists in other parts of Punjab re- 


‘acted furiously, indiscriminately killing 


more than 50 Hindus. But if the govern- 
ment handles these retaliatory actions as ca- 


> _ pably as it handled the Amritsar siege itself, 
"it will have seized the initiative from the mil- 
ed just how. er away the - 


itànts and: be well placed ta. resume the 
search for peace in Punjab. Mr Gandhi has 
already signalled his desire to.restore nor- 
mality tó the ravaged state, by announcing 
that he hopes to hold an election there with- 
in thé next six months. 
















4EN five governments all make 
‘claims on a group of islands, the 


prevent it becoming a dangerous place. 
The Spratlys are mere specks in the South 
China Sea; the biggest, of about 100 
acres, would fill only an eighth of Manhat- 


tan's Central Park. But new developments. 
in international law could make the pòs- 


session. of these islets. and reefs confer 
rights to all the oil found beneath about 
150,000. square. miles of sea. Moreover, 
the Spratlys—which: served-as a‘base. for 
Japanese: submarines in 1941-45—lie 
alongside the vital sea route that links the 


Indian and Pacific Oceans, and midway’. 


between the Soviet naval base at Cam 


Ranh in. Vietnam and the American one 


-at Subic Bay in the Philippines. 

Until a few months ago, the garrisons 
planted in the Spratlys by four. govern- 
ments were coexisting peacefully. Several 
of the western islets had been held by 
Vietnam since 1975, several of the eastern 
ones by the Philippines since 1971; Malay- 
sia had staked out claims in the south; and 
Taiwan had maintained a garrison ever 
since 1956 on an islet near the centre of 
the scattered group. 

; Then China decided to use its new na- 
val power to assert its claims. Ignoring— 
significantly—the Taiwan garrison, it 
chose to land marines on islets near some 
of the Vietnam-held ones. The upshot 
was the naval fight on March 14th, after 
which Vietnam said that the Chinese had 
sunk two of its ships and that 74 of its men 
were missing. 


' Angry exchanges followed. The Viet-. 


namese accused China of obstructing 
their attempts to salvage their ships and 
search for their missing men; China. re- 
torted that they were "continuing to seize 
Chinese islands, on the pretext of carry- 
ing out rescue operations". Vietnam pro- 
posed negotiations; the Chinese foreign 
ministry called this a hypocritical move in- 
tended to cover up Vietnam's "aggression 
and expansion". 

In mid-April Vietnam described the 
arrival in the Spratlys of a new Chinese 
"surveying team" as an "extremely grave 
development", and by May 7th, when 


act that its land area is negligible may not : 


Five-handed poker in the Spratlys 


Vietnam's. defence minister, General Le 
Duc Anh, visited the islets, it was protest- 
ing that:the Chinese had occupied seven 
of them. 
^ Meanwhile, what of the other three in- 
terested parties? Vietnam's offer of negoti- 
ations has been extended to Malaysia and 
the Philippines:as well as China. In early 
Aptil Vietnam. said. it had reached an 
agréement with the Philippines to resolve 
the dispute without resort to force. Later 
‘in the month the Malaysian government 
urged all parties to negotiate about their 
“claims—declaring, at the same time, that 
Malaysia would maintain its own rights. 


a Chinas together, Russia stand aside 


Nobody seemed to be offering to negoti- 


ate with Taiwan. Its defence minister an- 
. nounced in April that its garrison was be- 


ing reinforced. More noteworthy, 
perhaps, was.a story in the Taiwan press 
about.a statement made by the same min- 
ister to à closed meeting of members of 
parliament. He was reported to have said 
that, sínce the Spratlys were Chinese, Tai- 
wan: would, if necessary, help mainland 


- China to” ‘fight against Vietnam” there. 


He added, however, that this was “theo- 
retical”, as China evidently needed no 


. help. 


Apart from that intriguing (and un- 





‘alienate the Vietnamese regime that has _ 


confirmed) report, the armed conflict re- 
mains, so far, strictly one between two 
communist states. Ín an interview pub- 
lished last week in Asiaweek, Vietnam's 
foreign. minister, Mr Nguyen Co Thach, 
said that. the. Chinese activity in the 
Spratlys was meant to obstruct ‘‘a-peace- 
ful settlement of the Kampuchean prob- ` 
lem”. Indeed, China’s chief aim seems to 
be to increase its pressure on the Viet- . 
namese to witlidraw their army of occupa- 
tion from Kampuchea... ... 

This. poses a new problem for the So- 
viet Union; which is trying to get on bet 
ter terms with China but cannot aff 









given it the Cam Ranh naval base. So ak ^ 


though, according to Moscow.Rádio, the ~: 


Soviet ambassador in Hanoi discussed the 
Spratlys with Vietnam's foreign minister” 
in April and said afterwards that his gov 
ernment “completely supported Viet- 
nam's just stand", the Russians‘are clearly 
reluctant to get dragged in any deeper. 

The Spratlys, alas, present a*trickier 
problem than the Paracels, a group of is- 
lands lying farther north which China has 
already wrested from the Vietnamese. 
Other countries may find they cannot 
tranquilly watch one communist: state 
ejecting another from the Spratlys, to the 
embarrassment of.a third. Whereas the 
Paracels lie quite close to both China.and 
Vietnam, the Spratlys nearest neigh- 
bours are the Philippines and ‘Malaysia. 
Since the 1970s those two countries have 
been exploiting offshore oilfields near the 
Spratlys, and hopes of more finds lay be- 
hind the declaration of their claims 
(which overlap slightly) to parts of the 
group. Oilmen from the Philippines have 
already done some test drilling in Spratlys 
waters. 

Neither the Philippines nor Malaysia 
has ever claimed all of the Spratlys. Viet- 
nam has; now, however, chastened by the 
Chinese incursion, it is offering to negoti- 
ate. But China, although it has hitherto 
taken care to collide only with the Viet- 
namese garrisons, is claiming the whole 
group and rejecting all idea of negotiation. 
There’s the rub. None of the rival claims 
has a really solid foundation, but unless 
China proves more amenable to compro- 
mise once it has humbled the Vietnamese, 
trouble clearly lies ahead. 
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All the candidates’ men—and 


women 


From the depths of think-tanks; 
universities. and law firms, the 






politics are emerging to test the 
breeze. How best to persuade 
one of the two presidential candidates to 
give them a job? The candidates are bulking 
out their campaign staff. To the strategists 
and organisers and media consultants, they 
are adding people who know the answers to 
great questions: issue experts, In doing so, 
they are beginning both to. reveal and to 
shape the policies they would adopt were 
the electorate to choose them. 

‘The two campaigns of Vice-President 


George Bush and Governor Michael Duka- ; 
kis have always had a rather similar feel, in 


contrast to their unsuccessful opponents. 
Both are tidy teams run by unflustered and 
friendly baby boomers. Mrs Susan Estrich, 


who runs the Dukakis campaign, is every bit. 
a match for Mr Lee Atwater, her opposite. 


number at the Bush campaign. Both are 
tough, sharp and near superhuman in en- 


durance. She was a professor at Harvard 


Law School before taking over'as campaign 
manager from Mr John Sasso, who resigned 
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great and the good of American ` 





over his role in revealing Mr Joe Biden’s 
debts to Mr Neil Kinnock. Mr Atwater was 
deputy campaign manager of the Reagan- 
Bush campaign in 1984. 


Mainstream economists 


The similarities extend to the economic ad- 
visers the campaigns have chosen. Mr Mar- 
tin Feldstein, a Harvard economics profes- 
sor, chaired President Reagan’s Council of 
Economic Advisers from 1982 to 1984. He 
is now advising Mr Bush. One of his stu- 
dents, who served under him at the council, 
was Mr Lawrence Summers, now also a Har- 
vard professor. He is advising Mr Dukakis. 
They hold similar views. Both. fear the defi- 
cit and favour raising taxes to deal with it. 
Indeed, it was for constantly recommending 
this that Mr Feldstein fell out with others in 
the Reagan administration and left. —. 
Such advice sits less oddly with Mr Du- 


kakis than it does with Mr Bush, whose de- 
votion to what he once called voodoo eco- 


nomics seems to have been strengthened by 
seeing so many predictions of doom from 
people:like Mr Feldstein not come true. Mr 
Bush categorically rules out a tax increase, 








while Mr Dukakis speaks of the need to raise 
taxes only as a last resort. When Preside: 
Reagan’s bipartisan commission on the defi- 
cit reports in December that new taxes are 
'needed, it will probably get whichever man. 
won the election off the hook of his prom- 
ises. The choice of Mr Feldstein and Mr 
Summers as advisers suggests that Mr Duk 
kis is listening to conservative Democratic 
economists while Mr Bush listens to mai 
stream Republican ones. They are both, i 
other words, moving to the centre. E 
Yet, if they agree on the importance of. 
reducing the deficit, the two campaigns’ ad» 
visers have different (though similarly. 
vague) recipes for doing so. Mr Bush is talk- 
ing to. Mr Michael Boskin, a professor a 
Stanford: University, who is a fairly orth 
dox economist sympathetic to aspects of th 
present policy of macroeconomic manage: 
ment: let the dollar fall, freeze spending an 
hope for growth. The architect-of that po! 
icy, Mr James Baker, the treasury secretary. 
is a close friend of Mr Bush from Texas day: 
and was his campaign manager in 1980. In. 
Bush administration Mr Baker might: be- 
come secretary of state. His successor at th 
Treasury could be either his own protég 
Mr Richard Darman, or Mr Nicholas Brady. 
who chaired the president's commission on. 
last year's stockmarket crash. : 
Mr Dukakis, by contrast, is listenin: 
mainly to microeconomists; he is a detail 
man. His main policy for dealing with the 
deficit comes from Mr Ira Jackson, a close 
friend who, as state revenue commissioner 
dug him out of a huge deficit when he:r 
gained the Massachusetts governorship in 
1982. His technique then was to offer anam- 
nesty to tax cheats and to crack down ó 
those who would not take advantage of it. I 
brought in $3 billion over four years. = 
Mr Dukakis is also advised by Mrs 
Rosabeth Moss Kanter of the Harvard Busi. 
ness School, an expert on entrepreneuts, 
and Mr Robert Reich of the Kenne 
School of Government at Harvard, whose 
book. last year, “Tales of a new Americ 
nicely caught the mood of economic nation- 
alism then waxing, without endorsing xeno- 
phobic or protectionist remedies. Mr Reich 
is an advocate of a mild form of industria 
policy, but that is the closest any of Mr Due 
kakis's advisers get to taking into account 
the views of trade unions. On Capitol Hill - 
Mr Dukakis has developed notably good re- 
lations with Senator Bill Bradley, whose 
views on third-world debt and the. Soviet 
Union are beginning to appear in Mr Duka- 
kis's remarks. 
Mr Dukakis, it will be observed, is pick- 
ing freely among the brains of Harvard, 
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where he went to law school and later taught 
at the Kennedy school. (Mr Bush went to 
Yale.) This is not surprising, since Harvard 
likes to play host to a sort of Democratic 
government in exile during Republican ad- 
ministrations. The governor's issues direc- 
tor, Mr Chris Edley, comes from the law 
school; three of his main advisers on eco- 
nomic policy are from the university, the 
business school and the Kennedy school re- 
spectively; the fourth is Professor Alan 
Blinder of Princeton. 


Harvard disarmers 


Four of his five main advisers on foreign 
policy—Mr Graham Allison, Mr Albert 
Carnesale, Mr Joe Nye and Mr Robert 
Murray—are from the Kennedy school. The 
fifth, however, Mrs Madeleine Albright of 
Georgetown University in Washington, DC, 
is the closest to the candidate. 

Mrs Albright, like Mr Summers, is 
probably further to the right on the political 
spectrum than Mr Dukakis. She was on the 
National Security Council under Mr Zbig- 
niew Brzezinski and before that worked for 
Senator Edmund Muskie, who later became 
secretary of state. Mr Dukakis has especially 
encouraged her to cast widely in search of 
advice to help him offset his image of inex- 
perience and softness. The four Harvard 
professors are disarmers, but not peaceniks. 
Three of them (minus Mr Murray) have just 
edited a book, “Fateful Visions”, that con- 
cludes after much scrutiny that there is no 
alternative to deterrence. 

Nonetheless, the more hawkish Demo- 
crats are mostly disappointed by Mr Duka- 
kis. Mr Jim Woolsey, a missile strategist who 
was on President Carter’s National Security 
Council and President Reagan's Scowcroft 
commission on strategic forces, was one of a 
group who met Mr Dukakis and concluded 
they could not work with him. (Mr Woolsey 
was at Yale.) The arms-control experts are 
especially displeased that the governor op- 
poses the Midgetman missile, a single-war- 
head, mobile weapon that a growing num- 
ber of experts think is more resistant to a 
first strike—and so more of a deterrent— 
than multiple-warhead, and still stationary, 
missiles like the Mx. 

If Mr Dukakis leans towards doves, Mr 
Bush shows every sign of being a hawk. He 
considers foreign policy his strong suit, hav- 
ing been an ambassador twice, head of the 
CIA and a much travelled vice-president. As 
with economic advice, he relies heavily on 
sources in the administration and on his 
own staff. But his main adviser on national 
security, Mr Donald Gregg, is entangled in 
the periphery of the Iran-contra and 
Noriega webs, so Mr Bush may have to dis- 
tance himself from him. On arms-control 
matters, he listens to General Brent Scow- 
croft and former Senator John Tower (an- 
other Texan), who both served on the presi- 
dent’s commission that investigated the 
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Iran-contra affair. He is also close to Mr 
John Lehman, who was Mr Reagan's tough 
navy secretary until last year. 

Mr Bush, more than any candidate in 
recent years, draws his advice from all over 
the country. He does not have a coterie of 
Californians, like MrReagan, or Georgians, 
like Mr Carter. Some of his closer friends, 
such as Mr Robert Mosbacher, who chairs 
his finance committee, are from Texas, but 
Mr Atwater is from South Carolina and Mr 
Bush’s favourite congressman is probably 
Mr Dick Cheney of Wyoming, one of the 
leading House Republicans. 

Mr Dukakis, on the other hand, draws 
heavily on Harvard and on Massachusetts 
(not necessarily the same thing). The staffs 
of the state’s two senators, Mr Edward Ken- 
nedy and Mr John Kerry (who was Mr Duka- 
kis’s lieutenant-governor until his election 
to the Senate), are helping Mr Dukakis, as 
are close friends, such as Mr Paul Brountas, 
his campaign chairman, and Mr Nick Mi- 
tropoulos, an informal adviser. Incidentally, 
note that Mr Bush's campaign has few 
women in top positions: Mrs Peggy Noonan, 
who writes some of his speeches, is probably 
the most senior. 





Drugs 


No surrender, yet 


WASHINGTON, DC 


O FIGHT drugs or to legalise them? 
The question is not widely debated in 
America: the unthinkable is not, at any rate 
yet, being seriously thought of. But the frus- 
trations, the futility and the cost of trying to 
keep drugs from coming into the country, 


Wait till the army gets here 


and the mounting level of drug-related vio- 
lence, are leading to open discussion about 
whether drugs can ever be suppressed. No 
longer is it just members of the libertarian 
right who are suggesting that legalisation 
should at least be considered. 

In Congress the election-year debate is 
confined to the anti-drug war, with con- 
gressmen wondering how they can engage 
real soldiers in the battle. Last month the 
Senate passed a bill that would have given 
the anti-drug effort an extra $2.6 billion. 
Much of the money would-have gone on 
new equipment forthe Coast Guard and the 
Customs Service. Since this would have 
bust the budget compromise worked out at 
the end of last year, the Senate wanted the 
president to rule that drugs constituted a 
"national emergency’. The House of Repre- 
sentatives, having said no to that stratagem, 
found itself landed with the responsibility of 
thinking of something else. It resuscitated a 
favourite solution: the armed services. 

In 1986 the House passed a bill that r 
quired the Defence Department to seal 
America’s borders against drugs within 45 
days. This died in the Senate, with Senator 
Sam Nunn heaping scorn on its lack of real- 
ism. A compromise was worked out that re- 
quired the armed services to help the inter- 
ception agencies with equipment. This 
arrangement sounded better than it was, 
since the agencies apparently could find lit- 
tle military equipment of use to them. 

This time the House has been more 
modest, requiring only that the armed 
forces "substantially halt the unlawful pene- 
tration" of America's borders by drug-deal- 
ers. It shifted $475m from the star-wars bud- 
get to drug interception. The Senate 
suggested that the armed services should be 
put in charge of drug-trafficking surveil- 
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It is not always possible to foresee the obsta- 
cles blocking your way towards an ambitious 
goal. But you can respond to them better than 
anyone else. This, however, requires people 
who, at the critical moment, will choose the 
most advantageous way in order to avoid the 
difficulties, The rather chilling development 
of the capital markets puts such knowledge 
once again at a particularly high premium. 
Our services in the field of portfolio manage- 
ment for private and institutional investors 
take all this into account. Apart from tradi- 
tional portfolio management services, we can 


offer you a successful and well-tested invest- 
ment alternative: the COMPASS currency 
management system that turns currency fluc- 
tuations into profit. COMPASS is based onan 
extensive, EDP-assisted analysis of develop- 
ments in the field of international exchange, 
and its performance, which is independent of 
the fortunes of the stock exchange, has been 
outstanding for years. And we are the only 
bank in the world to offer this unique invest- 
ment product. The two Executives in charge 
of our Portfolio-Management Department, 
Mr Hans Goetti and Mr Yasuhiro Marui, will 


gladly give you a detailed rundown on how to 
profit from the COMPASS System. Why 
don't you contact us at: DAI-ICHIKANGYO 
BANK (SCHWEIZ) AG, Léwenstrasse 32, 
CH-8023 Zürich, Switzerland, Telex 813886, 
Fax 01/21692 22, Telephone 01/21691 11. 


Well on course to your investment goal. 
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AFTERA MILLION YEARS, HUMANS HAVE FINALLY 
COME TO TH EIR SENSES. why is it that the smartest creature in the 


animal kingdom doesn't have the sharpest senses? * Actually, it's quite natural. Mankind has 
simply relied more on brainpower than sensory powers. * But now that's changing. Because 
technology is giving human beings even greater sensory powers than some of their animal 
friends. * Through electro-optics, for example, Martin Marietta systems can surpass even the 
night vision of cats. So pilots can actually see in the dark. With no visible light at all. * Through 
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millimeter wave radar, we're giving soldiers the ability not only to pinpoint an object miles 

away, but to distinguish it from other objects. Something a bat can't do even on a good 

night. * And through a Iesu chip, we're pe diit computers to recognize what they 
t i 


see. * At Martin Marietta, we apply the same creative intelligence to sensory technologies that 
we bring to all of our systems and products in defense, electronics, space, communications, 
information management, energy and materials. * Because sometimes, learning to see things 
as an animal does is the smartest thing a human being can do. 


MASTERMINDING TOMORROW'S TECHNOLOGIES. 


6801 ROCKLEDGE DRIVE, BETHESDA, MARYLAND 20817 








Spheres of influence 


Every city has one. 
To big business and high-finance, it’s the city’s heart. 
The place where the action is. 
In Hong Kong, it’s Core Central. The home of 
Hongkong Land's portfolio of fine buildings. 
Make sure you're there. 


Please call Jonathan Petit or Christopher Chan 
` at Hongkong Land tel: 5-8428288, or telex: HX 75102 
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Hongkong Land 


It pays to address yourself properly 
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lance, and that the navy should be given lim- 
ited powers of arrest in international waters, 
instead of having to take along Coast Guard 
officers for that purpose. 

For his part, President Reagan has 
called for a task force to unify America's re- 
sponse to the drug problem. He has also told 
Mr Frank Carlucci, the defence secretary, to 
study the best ways to use the armed forces. 

Thus, Congress and the president main- 
tain their enthusiasm for interception. But 
the evidence is that the programme has little 
impact on the import of cocaine, the drug 
that attracts most attention. The import 
price of cocaine had fallen to about $15,000 
a kilogram in Miami last December, almost 
$10,000 less than a year earlier. A recent re- 
port by the Rand corporation, sponsored by 
the unhappy Defence Department, argued 
that smugglers have so many methods of 
bringing in drugs that expanded intercep- 
tion cannot make much difference to co- 

aine supplies. Military equipment is not ef- 
.2ctive against many kinds of smuggling. 

In despair, one or two people are start- 
ing to explore the alternative of making at 
least some drugs legal. Baltimore’s Mayor 
Kurt Schmoke, a former prosecutor, was the 
first elected official to raise the issue. He was 
quickly followed by Washington’s Mayor 
Marion Barry, and by a Maryland congress- 
man, Mr Steny Hoyer. The New York 
Times and the Washington Post have both 
carried front-page stories on the debate. 
Television and radio talk-shows are full of 
the subject. A political scientist from Prince- 
ton, Mr Ethan Nadelmann, has published a 
pro-legalisation article in Foreign Policy. 

Legalisation has few.outright advocates 
and plenty of passionate opponents. The ad- 
ministration refuses even to consider it. An 
addicted nation, it says, even if rid of today’s 
violence, would be a lesser nation. Victories 
are not won by declaring defeat, says Dr lan 
Macdonald, the president's drug adviser. 

The debate lacks focus. Politicians, 
hedging their position, point to the uncer- 
tainties. How many people might become 
heroin or cocaine addicts? Could a system 
be devised that would provide cheap drugs 
for addicts without making it easy for others 
to get hooked? 


The basic issues have not been looked at 


since 1972, when Mr Richard Nixon set up 
the National Commission on Marijuana 
and Drug Abuse. That commission, though 
dominated by conservatives, proposed the 
decriminalisation of marijuana use, a recom- 
mendation that Mr Nixon rejected even be- 
fore the commission had finished its work 
(the useful distinction between marijuana 
and hard drugs has all but evaporated these 
days). Might it be time for another one? It 
may be worth remembering that the law 
prohibiting alcohol was repealed by a blue- 
ribbon commission, headed by a former at- 
torney-general. 
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Military bases 


All defence is local too 


WASHINGTON, DC 


= J 
Assault on the pork-barrel doctrine 


EPRESENTATIVE government has its 

drawbacks, one of which is the ten- 
dency for local interests to prevail over-the 
national interest. For ten years superfluous 
military bases have been protected by their 
congressmen from any attempt to close 
them. In 1977 Congress passed a law requir- 
ing the federal government to carry out 
“environmental impact studies” before it 
closed a base. The procedure—long, expen- 
sive and open to legal challenges—has pre- 
vented the closure of a single military base 
since the law was passed. Yet the defence 
secretary, Mr Frank Carlucci, trying to live 
within a less ample budget, looks hungrily at 
the $2 billion-5 billion that could be saved 
by closing bases that are no longer needed. 
He may soon get his way. 

The Defence Department estimates that 
30, or 1096, of its larger domestic bases 
could be closed without harming the coun- 
try's defences. This includes a few splendid 
outposts such as Fort Douglas in Utah, 
which protects stagecoach routes, and Fort 
Monroe in Virginia, which is designed to 
withstand a broadside from a British man- 
of-war. 

It also includes some newer bases, such 
as Loring, in an inhospitable part of Maine, 
which was built after the second world war 
to place bombers closer to their Soviet tar- 
gets. In the days of missiles, it is useless. Ten 
years ago the government tried to close 
Loring. Senator (then Representative) Wil- 
liam Cohen objected, and persuaded Con- 
gress to pass a bill requiring the environ- 





mental studies. The studies were done, but 
Loring is still open, Mr Cohen having pro- 
moted a law to stop the Pentagon spending 
any money on closing the base. 

In recent years, whenever the Pentagon 
has tried to close some bases, Congress has 
always rejected the list. To be fair, the at- 
tempts have usually been. half-hearted, and 
administrations have often been as much to 
blame as Congress for their failure: presi- 
dents have habitually tried to close bases as a 
way of punishing congressmen who have of- 
fended them. Only two years ago the Reagan 
administration recommended the closure of 
three bases. They just happened to be in the 
districts of three of its most powerful critics, 
Mr Tip O'Neill, Mr Bill Gray and Mrs Patri- 
cia Schroeder. 

Congressmen say they would be neglect- 
ing their duties if they did not try to defend 
the bases, -on which whole communities 
sometimes depend. Yet the history of closed 
bases suggests that this dependence is exag- 
gerated. Many former bases have become 
flourishing industrial parks, colleges or com- 
mercial airports. An air base in Amarillo in 
Texas, closed—according to legend—by 
President Johnson when that part of the 
state failed to vote for him, now houses a 
thriving Textron plant. Chippewa County 
industrial park in. Michigan now provides 
three times as many civilian jobs as it did 
when it was Kincheloe air base (it was the 
last base to be closed before the 1977 law). 

The proposal now before Congress is. an 
ingenious one. It would set up a commission 
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charged with finding, within six months, 15- 
25 superfluous bases; and would require the 
Defence Department to take the whole list 
or leave it. By handing over the task to a 
commission, Congress would in theory re- 
move itself from the argument. The environ- 
mental regulations that now prevent the 
bases being closed would be waived for a 
while. In due course the commission would 
be disbanded. 

The idea was first raised a year ago by 
Representative Dick Armey of Texas (there 
is no Representative Navey) and has had an 
uneven life since. After a narrow defeat on 
the measure last year, Mr Armey set about 
winning more support for it. Newspapers 
were almost unanimous in backing him. 
Several influential members of Congress— 
Senator William Roth, Senator Sam Nunn 
and Representative Les Aspin—took up the 
proposal, as did Mr Carlucci. With such big 
guns booming for it, the measure was at- 
tached to the defence authorisation bill, and 
was passed by a large majority in the Senate 
on May 10th. 

It then got stuck in the House, when 
two committee chairmen, fearful about 
bases in their districts, intercepted it. Mr 
Aspin and Mr Armey withdrew the amend- 
ment and turned it back into a bill. Hearings 
were held this week. The bill has attracted 
127 co-sponsors and a promise that it will be 
guaranteed a vote before the two houses 
consider the defence-authorisation bill in 
conference in June. If it passes, the confer- 
ence will then iron out the differences be- 
tween the Senate's and the House's measure 
and pass it into law. The largest of these is an 
amendment from Senator Alan Dixon giv- 
ing Congress, like the Pentagon, the power 
of veto over the whole list. 

It only remains to find some upstand- 
ing, independent people to form the com- 
mission. Mr Armey's original idea was for 
Congress to appoint some of the members 
and the defence secretary the others. The 
Senate's measure would allow Mr Carlucci 
to pick nine and the president, in consulta- 
tion with Congress, to pick the other six. Mr 
Carlucci's list of nine has already been 
shown to Mr Aspin and Mr Nunn. It in- 
cludes a former senator, a former represen- 
tative, two businessmen, a former.army sec- 
retary and a formet navy secretary, two 
retired generals (one from the airforce) and 
an environmentalist. All are reckoned to be 
immune to politics. 

According to the Project on Monitoring 
Defence Organisation, jointly chaired by 
two former defence secretaries, Mr Harold 
Brown and Mr James Schlesinger, such a 
commission would probably succeed in sav- 
ing money only if it set a target of dollars to 
be saved rather than bases to be closed, and 
if it offered some alternatives to simply clos- 


“ing a base. For example, it might recom- 


mend selling military research laboratories 
to private industry. Although this was said 
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by the Packard commission on defence re- 
form not to be cost-effective, it would have 
the added benefit that results of research on, 
for instance, new ceramics for tanks could 
be shared with civilian industry. With de- 
fence almost certainly destined to face fur- 
ther cuts, in years to come, any economies 
will be welcome. 





The constitution 
Lid on to keep 
the worms out 


WASHINGTON, DC 


LORIDA'S state Senate has voted this 
month to rescind the call it made 12 
years ago for the United States to hold an- 


. other constitutional convention. Alabama 


rescinded its call the week before. The con- 
stitution requires two-thirds (34) of the 
states to call for such a convention before 
the country may hold one to consider 
amending the constitution. For five years 32 
states have had calls on the books. Earlier 
this year, Kentucky came close to becoming 
the 33rd. Now the number is falling again. 

Many on the left will heave a sigh of re- 
lief. Liberals feared and conservatives hoped 
that a convention might amend: the con- 
stitution to ban abortion or mandate school 
prayer. But what makes this latest episode in 
a long-running saga so strange is that much 
of the pressure on Alabama's and Florida's 
legislators came not from the left but from 
the right. A few months ago legislators in 
these states began receiving letters by the 
thousand from their constituents arguing 
that the call for a new convention was a ruse 
to dismantle the constitution altogether in 
preparation for that old bogey of the right, 
one-world government. 

The constitution is so sacred to Ameri- 
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cans that it is not hard to whip up fears of a 
threat to it. Most lawyers believe that a con- 
vention could be limited to one issue, the 
most frequently mentioned being the bal- 
anced-budget amendment. But the oppo- 
nents of the convention have argued that a 
convention could “run away" and begin 
tearing up the bill of rights, abolishing the 
states and altering Congress. Such a pos- 
sibility is remote indeed, since three-quar- 
ters (38) of the states would have to ratify 
the results of a convention. 

Not satisfied by such arguments, various 
ultra-conservative groups, including the 
John Birch Society, the Eagle Forum and the 
Liberty Lobby, have woven a fantastic con- 
spiracy theory about those who call for the 
convention. Their main target is Mr James 
Davidson, chairman of the National Tax- 
payers Union, who has been calling for the 
balanced-budget amendment for years. Mr 
Davidson, say his attackers, is immediately 
suspect because he was educated at Oxfoi 
and "an American who goes to Oxford .. 
likely to be a subversive person". Indeed, 
the campaigners claim to detect “British 
and/or Soviet influence”. Mr Davidson, 
who is known for his pessimism about the 
economy, is thus said by the more extreme 
of the extremists to be part of a group of 
financiers plotting to cause a depression so 
that he can profit from it. In the conspiracy 
with him are the usual dramatis personae: 
Russians, Jews, Rockefellers, the Queen, Mr 
Robert McNamara. 

Poor Mr Davidson insists that he is sim- 
ply calling for fiscal rectitude. If so, says Mrs 
Phyllis Schlafly of the Eagle Forum, why has 
he included on his committee Mr Dick 
Thornburgh, a former (Republican) gover- 
nor of Pennsylvania, who is a prominent 
member of the Committee on the Constitu- 
tional System, a group that wants more 
thorough changes? (This committee argues, 
quite openly, that policymaking in Amer! 
would benefit from more quasi-parliam« 
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tary party discipline in Congress; it would 
like to see, for example, congressmen on the 
same ticket as, and re-elected simultaneously 
with, the presidential candidate of their 


party.) 

And why, Mrs Schlafly goes on, does Mr 
Davidson raise money for a balanced-budget 
drive without making it clear that it would 
involve a constitutional convention? In all 
her years, she says, she has never had an is- 
sue for which it was easier to garner support 
than defending the constitution from Mr 
Davidson. “Plotting to rewrite the constitu- 
tion" is the headline on one of the leaflets 
sent out in her name. "Playing Russian rou- 
lette with our freedoms”, shrieks another. 

Much of the momentum for this cam- 
paign seems to have come from a part of the 
fundamentalist religious right, which does 
not share other conservatives’ (including 
the president's) affection for a balanced- 
budget amendment and is easily roused by 

mspiracy theories. Some of the organisers 
vi the Alabama campaign came straight 
from the Rev Pat Robertson's presidential 
campaign, and brought with them its lists of 
contacts. Mr Robertson himself does not 
share their views. Indeed he wants a bal- 
anced-budget amendment. But he has been 
known to daydream about the threat posed 
by the secret desire of the liberal establish- 
ment (specifically, the Council on Foreign 
Relations) to impose one-world government 
on God-fearing Americans. 





Edwin Meese 
Democrats' 
delight 


WASHINGTON, DC 


WYORGET any thought that Mr Edwin 

. Meese might be preparing to do the de- 
cent thing by the Republican party and re- 
sign. Finding him an embarrassment, the 
party, and in particular Vice-President 
George Bush, had been rather hoping that 
the forthcoming publication of a special 
prosecutor's report would bring matters to a 
head. But the attorney-general's decision to 
fire his spokesman, Mr Terry Eastland, sug- 
gests that he is determined to battle on, re- 
gardless of what Mr James McKay, the spe- 
cial prosecutor investigating Mr Meese’s 
affairs, may eventually have to say. 

Mr Eastland, who joined Mr Meese's 
team in 1985 soon after the attorney-general 
was appointed, has been sent packing for 
not defending Mr Meese fiercely enough. 
That, on the face of it, is absurd: nobody 
could have presented the attorney-general’s 
case to the press more zealously than Mr 
Eastland has. He stoutly repudiated the ar- 
gument that the country’s senior law officer 
should resign just because he was being in- 
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vestigated. But where, it seems, Mr Eastland 
erred was in not being prepared to swear un- 
critical futüre allegiance in advance of what 
these investigations revealed. 

In his cool letter of resignation, Mr East- 
land wrote that Mr Meese sought somebody 
who would be willing to defend him 
"against, in effect, any and all criticism". He 
himself, Mr Eastland told reporters, could 
not have remained "indifferent" to what 
might be contained in, or flow from, the spe- 
cial prosecutor's report; as director of public 
affairs, his job was to serve the Justice De- 
partment, and the public, as well as the at- 
torney-general. The McKay report, the re- 
sult of a year-long investigation into the 
attorney-general’s alleged improprieties, will 
be published within the next few weeks. It is 
not expected to advocate anything explicit 
or savage, but it will document what it has 
found out about Mr Meese’s involvement 
with Wedtech, a defence company, and with 
an Iraqi pipeline project. This will allow oth- 
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Counting his supporters 


ers, including the Justice Department's own 
watchdog committee, to draw their conclu- 
sions about any possible ethical lapses. 

Mr Meese may have ensured an aggres- 
sive defence against any such conclusions 
(his new spokesman, Mr Patrick Korten, is 
compared to a pit-bull terrier), but politi- 
cally he has done himself an injury. Mr East- 
land was no simple press man. A conserva- 
tive intellectual, he had a hand in drafting 
policy, particularly to do with constitutional 
issues, and the right wing treasures him as 
one of its own. "Resign, Mr Meese," thun- 
dered Tuesday's editorial in the conserva- 
tive Washington Times. Mr William Ben- 
nett, the secretary of education, who himself 
will'be resigning in September, offered Mr 
Eastland a job (they once collaborated on a 
book critical. of preferment for minorities). 
"The dumbest mistake Ed Meese ever 
made" is standard conservative comment. 
Two of Mr Eastland's colleagues have re- 
signed in protest at his dismissal. 

Mr Meese himself contends that it was a 
simple managerial change, on the same lines 
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as the decision by the Baltimore Orioles, a - 
baseball team, to change their manager early 
on this season, The Justice Department, - 
with its top positions unfilled and its offi- 
cials all scribbling away at their curricula vi- 
tae, cries out for inspired management. 

Mr Meese's analogy was not carefully 
chosen. The Orioles had not been doing 
well under their old manager, but under 
their new one they have won new fame with | 
a record-breaking stretch of defeats. 


3 
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Chlorofluorocarbons 
On the way out, 
with luck 


Nee let it be said that America's gi- 
ant corporations cannot read the writ- 
ing on the wall. Dow Chemical announced _ 
on May 13th that it will begin phasing out - 
the use of fully halogenated chlorofluorocar- | 
bons (CFCs) in its products because of fears - 
that the chemicals are damaging the envi- | 
ronment. lt is the second time in two | 
months that a big company has changed its - 
policy towards crcs. In April Du Pont, the | 
world’s leading producer, announced that it - 
will, over an unspecified period, stop mak- - 
ing the chemicals, which are used in plastic - 
foam, freezing and air-conditioning systems — 
and in a decreasing number of aerosols. 

The decisions come in the wake of 
mounting public and governmental pres- 
sure against the chemicals. CFCs have been 
under attack since 1974 when it was first 
suggested that some of them may be damag- 
ing the ozone layer, a shield protecting the - 
earth against the sun's ultraviolet radiation 3 
and so protecting human beings against skin. 
cancer. lt is believed that, when released, - 
fully halogenated CFCs rise into the atmo- - 
sphere where they break apart, releasing - 
chlorine. The chlorine combines with the - 
ozone, destroying the shield. Concern over i 
the depletion of the layer has grown over the 
years with, at first, reports that a seasonal. 
"ozone hole" over Antarctica was growing - 
wider. More recently, the National Aero- 
nautics and Space Administration (NASA) 
has reported that the depletion may be - 
worse than first believed and that the ozone 
over the northern hemisphere is also being 
lost. It was the NASA report that prompted. 
Du Pont's decision to stop producing CFCs. 

It was not a small decision. Du Pont con- _ 
trols about 25% of the world crc market. By K 
dropping out, the company risks handing ) 
over some of its share of the market to oth- 
ers, although it will certainly increase the 
pressure on its competitors to follow suit. 
Substitutes, which the company says it will } 
now produce, will be expensive. 

Du Pont emerges full of virtue from its 
decision, but it may simply be bowing to the 
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...and half a pound of ozone, please 


inevitable. There were already indications 
that American CFCs were on their way out, 
not the least being the attention the ozone 
layer was given by Senator Albert Gore dur- 
ing his presidential bid (disappointing 
though that bid proved for the senator). 

The aerosol industry, which until the 
late 1970s used CFCs as spray propellants, 
was the first hit. When the link between 
CFCs and ozone depletion was first sug- 
gested, aerosol production crashed as Amer- 
ican consumers turned to pump sprays, roll- 
on deodorants and so on. In 1973, the year 
before the first reports on CFCs were re- 
leased, some 2.8 billion aerosols were pro- 
duced in America. By 1982 the number had 
dropped to fewer than 2 billion, despite the 
fact that the industry had in effect aban- 
doned crcs as propellants by 1976 and that 
in 1978 the government had all but banned 
their use. (Ihe industry now shows some 
signs of recovery; aerosol production in 
America reached 2.6 billion in 1986, only 
296 of which contained CFCs.) 

More recently governments have 
shown an increased interest in regulating 
CFC use and production in all areas. In Sep- 
tember representatives of nations meeting 
in Montreal under the auspices of the 
United Nations. Environment Programme 
agreed in general to halve cFC production 
by 1999. The United States has ratified the 
agreement—known as the Montreal proto- 
col—and the Environmental Protection 
Agency is due to issue new regulations in 
August limiting production of cFcs. Du 
Pont is actually lobbying the EEC to ratify 
the protocol, prompting one politician to 
liken it to a tobacco company calling for a 
cigarette ban. 

As if all this were not enough to cast 
doubt on the future of CFCs, there are also 
signs that demand will drop off as a result of 
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the bad publicity. Dow is not the only buyer 
of the chemicals to decide that it no longer 
wants them. McDonald's, a fast-food chain, 
has announced that by the end of the year it 
will no longer use plastic-foam containers 
made with CFCs. The company has 10,000 
restaurants worldwide and, as it likes to tell 
everybody, sells billions of hamburgers. Just 
more pressure on an already disgraced 
chemical. 





Nuclear power 


Short circuited 


HE lights may soon be dimming on New 

York's prosperous Long Island. Even if 
they do not, the cost of electricity on the is- 
land is bound to rise sharply from a level 
that is already almost the highest in the 
country. 

The story begins in 1968, when the 
Long Island Lighting Company (LiLCO) ap- 
plied to the federal Atomic Energy Commis- 
sion for a licence to begin building a 500- 
megawatt nuclear power plant in Shoreham, 
on the north coast of the island about 55 
miles from New York city. The timing was 
questionable. Large nuclear plants were al- 
ready going out of favour. (Since the mid- 
1970s not one has been ordered by electric- 
ity companies in the United States.) 

Shoreham’s cost, originally put at 
$70m, then rose to $260m as the power 
plant's projected size increased to just under 
900 megawatts. The cost went on rising. By 
now the plant, completed in 1983, has cost 
more than $5 billion. It will almost certainly 
never be allowed to operate—the first nu- 
clear project to be shut down before it has 
fully started up. The fears aroused by the 





near-meltdown at Three Mile Island in 
Pennsylvania in 1979 and reinforced by the 
disaster at Chernobyl in 1986, plus a deep- 


. seated dislike of LILCO, have doomed it. 


Politicians, from Governor Mario 
Cuomo down, have led the battle to declare 
Shoreham unsafe; in the event of a disaster, 
they say, the geography of the island and the 
crowded roads leading to Manhattan would 
make evacuation of the surrounding area 
impossibly awkward. The governor and lo- 
cal authorities have refused to let their po- 
lice and firemen co-operate in the evacua- 
tion drill that must be carried out 
successfully if a full operating licence were to 
be .granted by the federal authorities. 
(Shoreham already has a permit to operate 
at low power.) 

An added complication has arisen from 
the conviction of many of LILCO's customers 
that electricity would be cheaper if it were 
provided by a publicly owned state author- 
ity. Three years ago Governor Cuon 
signed a bill creating the Long Island Pow. 
Authority, which was to be allowed to try to 
take over LILCO if it could show that it could 
produce electricity more cheaply. Not sur- 
prisingly, it reckoned it could. Shoreham 
would then be shut down. This solution 
would satisfy the powerful Citizens to Re- 
place LILCO, an organisation dedicated to 
public control of the electricity supply. Hag- 
gling over the price to be paid has been go- 
ing on for weeks; the latest offer is just under 
$8 billion. 

The governor now has a different idea, 
one that has more appeal for shareholders. 
Under a negotiated settlement. LiLCO would 
continue to operate as long as it agreed to 
scrap Shoreham. It would receive com- 
pensation for dismantling the reactor, but 
not the full $5.3 billion it is estimated to 
have cost, since the state Public Service 
Commission has ruled that $1.4 billion was 
spent improperly. The extent of the com- 
pensation is certain to rile the advocates 
public power, particularly as the company 
has received nearly $500m in rate increases 
since 1984 to keep it going while Shoreham 
stood idle. 

It also seems likely that LiLCO will be 
promised increases in charges amounting to 
nearly 60% over the coming decade to com- 
pensate it for the high cost of foreign oil that 
it will have to use; During the past decade its 
charges have risen by 300%, compared with 
a national average of about 200%. The gov- 
ernor promises that the electricity supply 
will be safeguarded by building two sets of 
gas turbines and up to another three big 
power plants on the island. But, given that 
LILCO's managers were far-sighted enough to 
realise 20 years ago that energy-poor Long 
Island was going to face an electricity short- 
age, it seems deplorable that the solution— 
if it proves to be a solution—has been so de- 
layed and so mismanaged by the politicians. 
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“All division ; have traded vell, increasing market share i in ey sectors. 
Ful ownership of Hiram Walker and its brands has been secured. on. terms : 4 : ! 
which, judged both by Hiram Walker's performance and by the multiples i * | 
paid by other colpanies for international brands, are idv titor; P 
| We e akdi our gearing and the strength of our balance sheet is- ae 
underpinned by ni outstanding brand portfolio. The five year annual rate of Mp 
growth in earnings per share now stands at 19.5%. | | 
Allied-Lyons is a strong, coherent. international ! 
a ~ business. We have the brands, the management skills and E 4 
: the financial strength for further growth. ALLI eo} LYONS. 
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; 4 am pleased. to report 
that the Group 
is in excellent shape" _ 


PROFESSOR SIR JAMES BALL, CHAIRMAN. 


Speaking at the Annual General Meeting 
on 18th May, Sir James said, "Total worldwide 
life, pensions, investmerit and gerieral insurance 
premium income showed good growth in 1987. 
Profit before tax, special bonus and the October 
hurricane, which cost us £42 million, rose by 
50% to £110m. 

LIFE & PENSIONS 

"The great strength. of our life fund has 
been confirmed by both Standard & Poor's and 
Moody's Triple A rating. Moody's comment that 
"This fund has demonstrated above average 







teturns from a-well diversified portfolio of 
oe excellent quality’ l 

i “We'are.in.good shape for the world after 
the Financial Services Act. Effective distribution 
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r One umbrella 
-noinvestof | 
should be without. 


channels will be crucial, andw we hate adopted a 


“on progress across all classes, including motot 


three- -pronged approach: a direct sales force, à. 


large network of tied agents and continuing 
good relationships with independent inter- 


mediaries; 1 believe our approach of covering: 


all channels is not only the most cost-efficient, 
but-also gives'a- high degree óf flexibility to 
adapt to changing circumstances. 

“Fairmount Trust, our independent inter- 
mediary operation, is a significant diversification 
into markets about. which we are especially 
knowledgeable and which are potentially 
profitable, 


GENERAL INSURANCE 
"The once-off effects of last-October's 
hurricane do not detract from the overall health 
of General Insurance. Profits on UK under- 
writing in 1987, hurricane excluded, were based 





INTERNATIONAL BUSINESS —— 
“Our international business provided a 


: profit contribution of £22. million last year, 








up by two-thirds at con- 






- Stant exchange ‘fates, repre- 
senting approximate one-third of thé Group's. 
profit before tax and special bonus. 

“The results of Victory and/of our US life 
subsidiary, Banner Life, are encouraging. Our 
Australian operations continued :theit excep- 
tionally rapid growth, and our seedcorn oper- 


, ations in; France-and. Holland are developing 


rapidly. 


OUTLOOK 

"The first quarter new business figures for 

Life and Pensions for 1988 are excellent. New 
annual premium for individual life business is 
showing 5096 growth; and individual pensions 





business is showing 81% growth. 
“1988 has also started well for 









"General Insurance, with a first 
; quarter "ME profit. we 
** äre optimistic that; ` 


barring catastrophes, 
itwill bea goodyear” 














. he contras slip over the hill 


ICARAGUA'S contra guerrillas are 
collapsing, and with them the coun- 
try's chances of a tidy peace. In March the 
rebel leaders signed a truce with the left- 
wing Sandinist government, and agreed in 
principle to move their men into ceasefire 
zones inside Nicaragua by May 30th. For the 
past fortnight many of them have instead 
been leaving the country for Honduras. 
Some of the troops are mutinous, the politi- 
cal leadership divided on how to proceed 
with the peace talks. The contras” disarray 
may block negotiations for an extension of 
the truce. If it lapses at the end of May, the 
Sandinists say their army is ready to attack. 
The contras were never noted for coher- 
ence, Some were members of the late dicta- 
tor Anastasio Somoza's National Guard, 
others social democrats who worked with 
the Sandinists for a while after they over- 
threw Somoza in 1979. They have squab- 
bled their way through seven internal 
reorganisations and the resignation of two 
of their most influential leaders, Mr Eden 
Pastora and Mr Arturo Cruz. Only Ameri- 
can guidance, and a tendency to duck awk- 
ward decisions, staved off previous crises. 
The peace plan put forward last August 
by Costa Rica's President Oscar Arias has 
deprived the contras of both those saving 
graces. It prompted the Sandinists to make 
some democratic reforms, so forcing the 
contras to decide whether it was time to re- 
sist with ballots instead of bullets. And it 
persuaded the American Congress to cut off 
the contras’ military aid, so removing the 
unifying glue of American support. 
The most diminished leader seems to be 


THE ECONOMIST MAY 21 1988 


Colonel Enrique Bermudez, the contras' 
military commander. In April there were ru- 
mours that a rival leader, Mr Adolfo Calero, 
had tried to grab the military job for himself. 
This month the challenge to .Colonel 
Bermudez spread to his own troops, many of 
whom are being forced by hunger out of 
Nicaragua and into their camps in southern 
Honduras. Dissident officers claimed to 
have collected signatures from more than 50 
field commanders, roughly three-quarters of 
the total, on a petition demanding the colo- 
nel's resignation. At least 2,000. of the 
12,000 or so guerrillas were said to 
sympathise with the mutiny. On May 18th 
most of the dissidents signed another state- 
ment, this time professing their loyalty to 
Colonel Bermudez. But by then eight ring- 
leaders had been relieved of their posts in 
Honduras and packed off to Miami. 

The most senior of these rebels, Mr 
Walter Calderon Lopez, whose nom de 
guerre is Tofio, accuses Colonel Bermudez 
of failing to devise any serious strategy, of 
tolerating corrupt assistants who grew rich 
on American aid, and of co-operating with 
American plans to resettle contra troops 
outside Nicaragua—which would amount to 
admitting defeat. Colonel Bermudez still en- 
joys American support, and can split the 
mutinous units into smaller, less threatening 
groups. But if the colonel stays Tofio says he 
will go, expecting to take others with him. A 
few desertions could set a fashion. 

Tofio’s indignation at the idea of reset- 
tling defeated contra troops suggests that 
some of them will carry on fighting. They 
have suffered too much in seven years of war 


to knuckle under to the Sandinists. They 
have also inflicted too much suffering. In 
southern Nicaragua particularly, local con- 
tra warlords have filled small cemeteries 
with their enemies; no government amnesty 
would protect them from personal vendet- 
tas. Besides, the contras are a young insur- 
gency by local standards. The left-wing guer- 
rillas in nearby Guatemala, with hardly any 
outside aid, have managed to keep fighting 
for a quarter of a century. 

Among the contra leaders, Colonel 
Bermudez, Mr Aristides Sanchez and.to a 
lesser extent Mr Calero are unlikely to re- 
turn to Nicaragua, They are too closely asso- 
ciated with the bad old days of Somoza to 
havea role there. One member of the contra 
directorate is conspicuously different. Mr 
Alfredo Cesar worked under the Sandinists | 
as president of the central bank until 1982. 
He is clever, young and attractive. In Nicara- 


. gua he would have a sporting chance of win- 


ning a fair election— particularly if his can- 
didacy were backed by the promise of badly 
needed American economic aid. He is much 
keener than his colleagues for the peace 
talks to succeed. 

Would the Sandinists allow a free cam- 
paign? Mr Cesar knows better than to ex- 
pect their swift conversion to democracy. 
On May 4th four independent radio sta- 
tions were closed down for eight days after 
they reported—falsely, according to the 
Sandinists—that a striking construction 
worker had been tortured to death. But the 
Sandinists have one good reason to mend 
their bullying ways. 

Their economy is in tatters. To allow 
the emergence of an opposition that might 
beat them in a free election, with or without 
Mr Cesar, could win them aid from the Eu- 
ropean Community, and possibly from the 
United States. More oppression could mean 
more American guns for the contras who 
choose to fight on from the mountains. 
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INTERNATIONAL 


Free expression nomic (withholding of government advertis- 
; ing or newsprint) through the political 
The gag around the world S mouth (government censors) to the downright fa- 
tal. In Mexico and Colombia journalists are 

often killed in mysterious circumstances. 








N NORTH KOREA, television devotes which is nothing to the estimated 18,000 Artistic censorship is widespread, too. 
about half its time to films praising the books on the banned list in South Africa. In Indonesia any public performance, even a 
country's leader, Mr Kim Il Sung. Novelists All this and more is set out ina 50-coun- ^ poetry-reading or a play, must be cleared in 


are expected to scribble according to a strict try survey of freedom of expression by "Ar- advance with the local police. Among Con- 
output quota, preferably pages which ad- ticle 19", a right-to-speak group based in go's list of banned publications is lan Flem- 
vance the proletarian struggle. In Mexico Britain, The group is named after Article 19 — ing's "The Spy Who Loved Me". In Paki- 
and Pakistan the state does not control the of the. Universal Declaration of Human stan both the love poems of Robert 
newspapers but controls the supply of paper — Rights; which upholds the right to freedom Browning and Charles Darwin's writings on 
they are printed on: publications which op- of opinion and expression. The report evolution have been purged as “unlslamic’’. 
pose government policy are liable to get. makes glum reading. In only 11 of these 50 The countries with the worst records 
none. In Ireland newspapers can print what. countries are newspapers entirely free to tend to be in Africa, followed closely by 
they want, but books like “The Joy of Sex" | criticise their government. In the rest mea- those of the Middle East. We should declare 
and “The Erotic Art of India" are banned— sures against free speech range fromthe eco- our interest. The Economist has been 














Sharpening the cross 


FROM A CORRESPONDENT IN GENEVA 


X A 


NCE as secretive as the Genevan 

bankers who provided many of its 
members, the International Committee of 
the Red Cross (ICRC) is changing its style. 
These days it does not shrink from sharp 
and public rebukes: of Iran and Iraq for 
their treatment of each other's prisoners; 
of Israel for its conduct in the West Bank 
and Gaza; and of Ethiopia for blocking ur- 
gent help to starving people. All have vio- 
lated humanitarian treaties they have 
signed, and have been told so. 

The 25 members of the ICRC's commit- 
tee are still all Swiss. But five are now 
women, and the average age has come 
down considerably. The new and outspo- 
ken president, Mr Cornelio Sommaruga, 
bears little resemblance to the Calvinist 





Fair enough. Now let's see the other 14,850 
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bankers of iCRC legend. Between 1945 
and 1980, a period of 35 years, the Red 
Cross issued 38 formal protests. In the 
eight years since then it has made 37, five 
this year. The change is also qualitative: 
vague, hardly decipherable utterances 
have become uncomfortably specific. 

The Iran-Iraq war, with six protests 
since 1983, deserves a sad prize. Having 
reminded the combatants that civilians 
deserve protection and that chemical 
weapons should not be used, the ICRC has 
turned its mind to prisoners of war. Iran 
holds some 60,000 Iraqi prisoners, Iraq 
nearly 15,000 Iranians. The Red Cross 
says that 15,000 Iraqis are missing from 
prison camps in Iran. Nearly half of these 
were on the records kept on the ICRC’s vis- 








its to the camps up to 1984, when it sus- 
pended its visits after the killing of ten 
prisoners. The rest were known to the 
Red Cross through messages they had 
sent to their families. When the ICRC re- 
sumed its visits to the camps in November 
1986, the prisoners were not there. The 
Iranian foreign ministry has been asked to 
explain itself. So far it has not. 

Iraq has on the whole treated its Ira- 
nian prisoners remarkably well, but since 
the beginning of 1987 it has not handed 
in the name of a single new captive. The 
Red Cross demanded to know why. The 
Iraqis now admit that they have taken 
new prisoners, including "many" when 
they recaptured the Faw peninsula last 
month. They still refuse to let the Red 
Cross register them, saying that they are 
only behaving as the Iranians do. But the 
principle of reciprocity, Mr Sommaruga 
insists, has no place in humanitarian law. 

Keeping track of prisoners is much eas- 
ier in Israel. Before December 1987 the 
Red Cross was regularly visiting 4,000 
prisoners in Israel and the occupied terri- 
tories; since the start of the Palestinian 
protests there, another 5,000 have been 
added to its clientele. Its delegates (all 
Swiss) are allowed to move freely in the 
occupied territories. In the camps and vil- 
lages under curfew, they are often the only 
restraining witnesses on what the Israeli 
army does. The Red Cross has spoken out 
against the disproportionate use of force, 
collective punishments and expulsions. 

In Ethiopia, President Mengistu has 
told the ICRC to get out of the war zone in 
the north, and leave its relief operations 
there to the malleable Ethiopian Red 
Cross. Mr Sommaruga is trying to per- 
suade the president to allow at least three 
Swiss delegates to stay behind; the ICRC 
wants at all costs to avoid leaving a war 
with no witnesses. It remembers horribly 
well the sequel to its departure from 
Kampuchea in 1975. 
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“J.P Morgan is an international 
firm with a very important 
American business: 


J.P Morgan was an international firm long before the 
integration of world financial markets. Over the last cen- 
tury we have established a presence in major financial 
centres everywhere, building the global resources and 
experience multinational clients need. Today, whether 
we're raising capital in London or investing funds in 
Tokyo, trading currencies in Frankfurt or restructuring 
assets in New York, J.P Morgan draws on in-depth 
company and industry research generated by our 120 
analysts worldwide, and minute-by-minute data from 
Morgan market-makers in each 
financial centre. Our clients know 
the advice we offer and the solutions 
we structure come from a global 
perspective no other firm 

can match. 
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Even before you ask, they say, 
the Hotel knows what you want. 


The Hotel Lotte is the grandest hotel 
in Korea. And one of the largest in the world. 
Rising 38 stories in the heart of Seoul, it 
has almost 1,500 rooms. More than 2,500 
people serve the people who stay in those 
rooms, with a deftness and dispatch that have 
created a legend: at the Hotel Lotte, or so 
the legend goes, your needs are filled like 
magic — almost before you feel them. And 
more: if you've been there before, the Hotel 
knows what you want. 


Roses, not carnations 


You like roses, not carnations; the Hotel 
Lotte remembers. You like coffee at six, not 
tea at seven; the Hotel knows. You want a 
nightcap at nine; you've got it without asking. 
Because all the things you want—all your 
stated preferences—have been memorized 
by a giant computer system, the same system 
that streamlines the check-in/check-out 
process, supervises room service, controls 
the restaurants, runs the telephones, and in 
a hundred other ways supports the people 
who serve the guests. 


Made by Fujitsu 


That computer system was made by 
Fujitsu, the number one computer maker 
in Japan and a global force in telecommu- 
nications, with 100,000 employees and 
a legendary reputation for its remarkable 
quality and fierce commitment to customer 
support. As a system it is the most advanced 
of its kind in the world, and it has played 


a critical role in helping the Lotte maintain 
its lofty standard of service. 


Olympic challenge 


Soon it will play an even more critical 
role, as the Hotel faces this summer's Olympic 
challenge — when the whole world descends 
on Seoul for the Games. The Lotte will be 
deluged, of course, but it will not be over- 
whelmed; its service will remain as subtle, 
as unrushed, as 'magical' as ever. There are 
2,500 supremely disciplined people to see 
to that — backed by a computer system that's 
backed by the total commitment of 100,000 
more. When you have a legend to live up to, 
it helps to have a legend behind you. 





The 38-story Hotel Lotte in downtown Seoul, 
Korea, is automated top to bottom with a sophisticated 
computer system built around two Fujitsu large-scale 
mainframes. Fujitsu has also installed two mainframes 
in the new 'Hotel Lotte World' in Chamshil, near the 
Olympic Stadium. 
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The global computer & communications company. 
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our fully-equipped Health Club meets 
the needs of the most demanding keep-fit S Shangri-La hotel 
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VISION 





A design by Leonardo da Vinci of a crossbow machine gun that enables the archer, 
suspended inside the large treadwheel, to keep the arrows flying at a rapid pace. 
The archer’ s comrades furnish power to the wheel by foot, 
under the protection of a planked shield. 





“Leonardo da Vinci (1452 - 1519) was like a man who woke too early 
in the darkness, while others were all still asleep,” wrote Sigmund Freud. 
Da Vinci, the greatest figure of the Italian Renaissance, 
created designs that haunted the wrights and masters of his time. 


Leonardo da Vinci was a man of vision. 


Consistently successful investment also requires vision, based on 
an indepth knowledge of and experience in the financial marketplace. 


Indosuez Asia Investment Services Ltd has shown that vision with the 
development of innovative investment products that anticipate and lead the market. 


Indosuez . Tomorrow’s thinking today. 





Indosuez Asia Investment Services Ltd 
Suite 2606-2607, One Exchange Square, Hong Kong 
Tel: 5-214231 and 5-8107744 Telex: 61413 ISAIS HX Fax: 5-8681447 


INDOSUEZ ASIA 
INVESTMENT SERVICES LIMITED 


A WHOLLY-OWNED SUBSIDIARY of 


BANQUE INDOSUEZ 


INTERNATIONAL 





injoy it while you can 


banned by 11 Arab countries in the past two 
years; Saudi Arabia banned us for six 
months for suggesting that it had invested 
its oil billions unwisely. Kenya, Panama, Pa- 
kistan, Taiwan and Indonesia have also 
banned The Economist, some of them be- 
cause the offending issue carried a survey of 
their country. South Africa has cut out or 
inked out articles about itself. 

Compared with what went before, 
newspapers in the new democracies of Ar- 
gentina and Peru have flourished. Honduras 
is better than most of its Central American 
neighbours. But in Colombia journalists 
who speak out about military injustice, drug 
trafficking or government corruption have 
been harassed, threatened or killed. They 
are still admirably brave: after One editor 
was gunned down, the press organised a day 
of silence, without newspapers, radio or tele- 

ision, and joined a six-mile march through 
3ogota. One journalist told Article 19: 
“We're always waiting for the next murder." 
In Chile two journalists were imprisoned for 
“insulting the armed forces" after criticising 
compulsory military service. 

In the Soviet Union Mr Mikhail 
Gorbachev's policy of glasnost has made 
journalists freer to investigate and to debate. 
Newspapers have exposed police brutality, 
judicial corruption, the trumping-up of 
charges by the KGB and conditions in labour 
camps and mental hospitals. Newspapers 
have printed articles arguing for the aboli- 
tion of central planning and of the death 
penalty, and advocating the introduction of 
a stock market and secret ballots. Once- 
banned authors, like Vladimir Nabokov, are 
now being published and most western ra- 
dio broadcasts are no longer jammed. 


"Information, Freedom and Censorship", Article 19. 
Published by Longman. 
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Western democracies are still in a differ- 
ent league. But they cannot be complacent. 
The report criticises the state of Alabama 
for banning books teaching “secular hu- 
manism” from its schools (the case is ex- 
pected to be heard by America’s Supreme 
Court), and Britain and France have 
banned books—one on the Bokassa “dia- 
mond affair" in France, several on the Brit- 
ish security services—for what look suspi- 
ciously like political reasons. 





Botheration 


EVOLUTIONARIES in Iran welcome a 
spot of bother to feed their fervour. 
But rarely has Iran been hammered on so 
many fronts at once. Each new blow makes 
it harder to extract itself with honour from 
the Gulf war, which it must now despair of 
winning. Worse, each requires a “revolu- 
tionary response” which Iran is ever less 
able to deliver without provoking retaliation 
and so compounding its predicament. 
France's decision this week to restore diplo- 
matic relations is Iran's only recent item of 
fairly good news. 

The latest knock, a particularly dra- 
matic raid on Iran's oil exports, was not par- 
ticularly effective. Iraqi warplanes flew 1,000 
miles to the mouth of the Gulf on May 14th 
to attack Iranian storage vessels off Larak Is- 
land. They hit five tankers, badly damaging 
four and killing more than 20 crewmen. Re- 
pairing or replacing the ships will cost far 
less than the proceeds of the oil they carried. 
Since Iran maintains plenty of spare capac- 
ity, its exports are unlikely to dip. But chat 
does not lessen the insult. 


Iran accused America of colluding in 
the attack, by jamming the radar and radios 
of its aircraft. In revenge its gunboats at- 
tacked Japanese and Norwegian tankers, de- 
spite last month’s announcement that the 
Americans would extend the protection 
(but not the convoys) they have been pro- 
viding for reflagged Kuwaiti tankers to other 
neutral shipping in the Gulf. 

The war with Iraq seems to have settled 
down into two-way attrition, a state conven- 
tionally thought to favour the more numer- 
ous Iranians. But Iran’s freedom of manoeu- 
vre has been crimped by Iraq's new stock of 
Russian ground-attack missiles. Iraq got the 
best of the missile exchanges in the last bout 
of the “cities war” in March. A month later 
Iranian troops were expelled from their 
foothold on the Faw peninsula. Iran’s only 
offensive this year, in Iraq's northern moun- 
tains, sputtered back into life this week, but 
seems unlikely to deliver any decisive gains. 

At home, war-weariness is spreading. 
Two senior ayatollahs have called publicly 
on Ayatollah Khomeini to accept an hon- 
ourable peace; they were already known to 
oppose the more radical direction in which 
Iran's misfortunes are taking it. But Iran 
looks incapable of change. Its extremists ap- 
pear to have emerged stronger from the re- 
cent parliamentary election. Suspected Ira- 
nian complicity in last month’s Kuwaiti 
airliner hijacking stopped Kuwait from re- 
opening its embassy in Tehran; and threats 
to disrupt the Haj pilgrimage to Mecca have 
cost Iran its relations with Saudi Arabia. 
Now the victories of Hezbollah, Iran's pro- 
tégé in Lebanon, are damaging Ayatollah 
Khomeini's delicate alliance with Syria, 
Iran's only Arab friend. Next year's Rama- 
dan has to be better than this. 





Argentina 
Dirty duty 


HE extradition from the United States 

of General Carlos: Guillermo Suarez 
Mason has been-hailed as a victory for Ar- 
gentine democracy and justice. So it may be, 
but Argentina's government is not relishing 
it. The general's return puts a new strain on 
President Raul Alfonsin' s always tense rela- 
tions with the country's armed forces. The 
general, who fled the country four years ago, 
faces 39 murder charges. AG herd of the 
First Army Corps in Buenos Aires province 
after the coup of 1976 he is alleged to have 
played a leading role in the “dirty war" the 
former military regime against a small 
army of brutal urban guerrillas, in which 
people who had nothing to do with it got 
murdered. 

General Suarez Mason’s enforced re- 
turn will put to the test the law of “due obe- 
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FROM OUR CAIRO CORRESPONDENT 


HEIKH Muhammed Metwalli al 

Sharawi is not the man to invite to 
your next party. In an interview with the 
newspaper Akhbar el Yom, the 78-year- 
old sheikh, Egypt’s leading television 
preacher, has ruled on what should be 
considered Islamically halal (permissible) 
or haram (prohibited) in Egyptian art and 
entertainment. He deems all dancing bad, 
especially ballet, because the female danc- 
ers wear short skirts, Music is-halal only if 
it does not “tickle the nerves”, which 
would seem to condemn 99% of the Mid- 
dle East's wriggly melodies. 

The sheikh preaches on television ev- 
ery week (and every day in the holy month 
of Ramadan). He does not advocate vio- 


lence. But his declarations encourage the 


_ sort of militants who broke up parties on 


Egyptian college campuses this spring, in 
Cairo as well as in the traditionally conser- 


|| vative south. Near Asyut in the south, a 
- student was killed in a demonstration that 


started when a government theatrical 
troupe performed near a village mosque. 
Some of the fundamentalists' oppo- 
nents believe the police should do more. 
Mr Ahmed Baha Eddin, one of Egypt's 


most-read columnists, says that theatrical 


. performances and student parties should, 


- dience". This -was rushed through congress 
after last year's Easter rebellion, under pres- 
- sure from middle-ranking army officers who 
want to limit the number and scope of dirty- 
war trials. The law says that most accused 


» 


No fun in generalship days 
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if necessary, be protected with tanks. He 
attributes the new puritanism to the cir- 
culation of pamphlets from Saudi Arabia, 
written by obscurantists "who still chink 
the world is flat”. These have a large audi- 
ence among the millions of Egyptians who 
have worked in the Gulf states. 
Puritanism in Islam, as in Christen- 
dom, comes in waves. In the 1930s the 


founder .of the Muslim Brotherhood, 


Hassan al-Banna, called for the abolition 
of all public entertainment. Scholars deny 
that the Koran condemns music, dancing 
or singing: they point out that the Sunna, 
the life of the Prophet Muhammed, says 
that he had dancers and music at his wed- 
ding. But Islamic greenstockings find pas- 
sages condemning music in the Hadith, a 


officers should go free, because they were 
following orders rather than initiating 
crimes. Guilt would be ascribed only to a few 
senior commanders with responsibility at re- 
gional level. The prosecution says General 
Suarez Mason held such a post. 

He has set the cat among the pigeons by 
claiming that his First Corps command in- 
cluded clandestine jails whose officers were 
allowed to make their own decisions on the 
fate of prisoners. Liberals argue that, if offi- 
cers were indeed given such free rein, they 
can hardly have been acting on specific or- 
ders, and their acts cannot be excused on 
the ground that they owed due obedience. 

Hundreds of officers are thought to 
have been let off under the due-obedience 
law in the year since it was passed. They in- 
clude several generals, four admirals named 
in connection with torture and detention at 
the navy's notorious Mechanics School, and 
many lesser fry. In a ruling issued days after 
General Suarez Mason was brought back, 
the high court confirmed that charges will 
not be laid against a fresh batch of 45 offi- 
cers, among them the present army chief, 
General José Caridi. 

General Suarez Mason denies all the 
charges. The prosecutors are determined to 
make them stick, and want to start the hear- 
ing in late July or August. Others wonder 


sayings ascribed to the Prophet. 

The government of President Hosni 
Mubarak has reacted with a characteristic 
balancing act. The state-run television sys- 
tem has increased its output of religious 
programmes, but there is still plenty of 
lighter fare, including foreign films and se- 
rials. "Dallas" was dropped when it be- 
came too much of a national obsession a 
few years ago, but it was followed by the 
equally steamy “Knots Landing” and 
“Falcon Crest”, (“Dynasty” will never be 
shown, say television executives, because 
one of its main characters is gay.) All for- 
eign programmes are censored. Kisses 
sometimes get by, if not too passionate. 
Belly-dancers have been haram on televi- 
sion for several years, although they 
writhe on in broadcasts of old films—and 
remain a staple item in nightclubs and at 
wedding and birthday parties. 

This year Egyptian television has again 
broadcast its "Ramadan Quiz", a nightly 
charade in which performers act out rid- 
dles and viewers try to guess the answers 
to win prizes. Despite fundamentalist 
grumbling, the show still features music, 
dancing and opulent (if neck-to-ankle) 
costumes. But the star of recent years, a 
comely actress named Sharihan, has been 
replaced by a plump middle-aged man and 
two less provocative women. Egyptians 
think Sharihan was too sexy. 








what may come out by then. Before he got 
away in early 1984, General Suarez Mason 
said he would not be a scapegoat. He still 
insists that, like so: many others, he was a 
soldier without ideology, just doing what he 
was told. The general, nicknamed Pajarito 
(“Little Bird”) at the height of his power a 
decade ago, may start singing. 


British Virgins 


A better class 
of pirate 


FROM A CORRESPONDENT IN ROAD TOWN, TORTOLA 


WO or three centuries ago the British 

Virgin Islands, a volcanic group lying 
east of Puerto Rico, were used by buccaneers 
such as the infamous “Blackbeard” Teach as 
a base for attacks on ships carrying booty 
from the Americas to Spain. Today a new 
kind of foreign booty is flowing in, and this 
time it is legal. In the past three years, so 
many offshore companies have been incor- 
porated in the islands that there is now one 
of them for every two of the 12,000 inhabit- 
ants. General Noriega's troubles in nearby 
Panama have accelerated the shift to this 
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Another polished 


performance 


In December, when we announced 
our results for 1987, we promised that 
they were the start of something 


even brighter. 


1988 Interim Results 
Pre-tax profits up 38% 
to £232.2m 
Earnings per share up 31% 
Dividend up 22% 


It will therefore be no surprise that 
in the half year ended 31st March 1988 we 
produced a pre-tax profits increase of 38 


per cent. with every sector contributing. 


Heublein is meeting our best 
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expectations; Inter-Continental Hotels 
and Pearle have continued their 
strong improvement; our many lead- 
ing brands are performing well; and 
trading conditions remain encouraging. 

Interest cover of 5.4 times 
demonstrates the company's remark- 
able ability to generate cash. 

The group’s strategy is showing 


through clearly. 


GRAND METROPOLITAN 
....adding value maA 

















In 1984 the British Virgins decided to 
bid for a slice of the Caribbean's offshore- 
capital business, which was mostly going to 
another British dependency, the Cayman Is- 
or to Panama. The self-governing is- 
lands’ legislative council adopted a law that 
made it both cheap and simple to register 
businesses there. With solid British law be- 
hind them, the islands offer the conve- 
nience of dealing in United States dollars, 
heir official currency. 


From the start of the operation in 1985 to 
the end of last year, 4,450 companies had 
been formed. In 1988, with Panama in tur- 
moil and its banks closed, the number of in- 
Corporations in the British Virgins has rock- 
eted. Between January Ist and April 30th, 
2,122 new businesses were added to the list, 
and the government had to buy its first com- 
puter, to keep pace with demand. 
j . Many companies’ presence in the is- 
ds is not much more than an official ad- 
dress. But the boom does wonders for gov- 
| oie revenues. In 1987 incorporation 
provided $2m of the islands' $24m bud- 
get. The colony balanced its books without a 
direct subsidy from Britain. 
Island officials expect that the financial 
centre will free the economy from almost to- 
reliance on tourism, and provide rela- 
tively well paid jobs for skilled office workers 
and managers. In the little capital of Road 
Town, on the main island of Tortola, the de- 
mand for office space has speeded up the 
modest construction boom that began when 
tourists started to arrive. The islands 
have waited a long time for the good times. 
Sir Francis Drake exploited the area’s fine 


The effort was an immediate success. . 


Blackbeard never incorporated 


sailing conditions by assembling 27 ships 
there to attack a Spanish treasure fleet in 
1595, Only in the past 15 years have modern 
yachtsmen been attracted, by skilful promo- 
tion of secluded coves, unspoilt beaches, 
steady winds and balmy weather. 

Now foreigners drawn by a mixture of 
warm sun and an expanding economy 
stream in from Canada, Britain and Amer- 
ica. The courts are clogged with disputes 
about the ownership of land that recently 
lay unused and unwanted. Mr Vernon Pick- 
ering, a local newspaper editor and histo- 
rian, says that residents are, for the first 
time, voicing concern that development 
may outstrip the islanders’ ability to absorb 
it. “We are a small community and we need 
time to digest”, he says in the lilting accent 
of the islands. “But I don't see it being nega- 
tive. I think we have a good future here." 





Japan in the Middle East 


Israel braces for Uno who 


FROM OUR TOKYO CORRESPONDENT 


WHEN he stops off there on his way 
VV home from the non«ommunist 
world's Toronto summit next month, Ja- 
pan's foreign minister, Mr Sosuke Uno, will 
Eo the first-ever Japanese cabinet min- 
ister to visit Israel. The Americans are being 
invited to see the visit as evidence that Japan 
is not as ploddingly pro-Arab as it often 
seems. Here too Japan is venturing out, 
timorously, on to the world stage. 

. Japan's foreign policy is still denomi- 
nated mainly in yen. Despite some fierce 
pro-Israel lobbying by the Americans, Japan 
has stuck with the Arab economic boycott 
of that country. It depends on imported oil, 
and buys 7096 of it from the Gulf. The Mus- 
lim Middle East is a good market, too. In 
1987 the region bought goods worth $9.2 
dillion from Japan, and its exports to Japan 
three-quarters of it oil) were worth $20.2 
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No contest 
Japan's trade with Middle East 
Log scale 












billion (see chart). Japan's trade with Israel 
was worth a mere $586m in 1986. Israel is 
one of the few countries where Toyota and 
Nissan do not try to sell their cars. It does 
not have the usual Japanese government 
trade-promotion office. Talk about trading 
with Israel is taboo in Japan; South Africa is 
considered far more respectable. 

Over the past couple of years, however, 
the Japanese have slowly responded to 
American prodding by some mild improve- 
ments in relations with Israel. Trade delega- 
tions have been sent by small and medium- 
sized Japanese firms that have no business 
ties to the Arab world. The smaller carmak- 
ers are starting to sell openly to Israel. The 
foreign ministry has encouraged livelier dip- 
lomatic contacts, and has tried to calm 
down the caused by a spate of anti-se- 
mitic books that have become best-sellers in 
Japan. The most recent ascribes the 
Chernobyl nuclear disaster in Russia to a 
Jewish conspiracy. 

As in other countries in the same psy- 
chological condition as Japan, the foreign 
ministry is keen on “honest brokerage”, and 
thinks the Middle East a suitable place to try 
it. If Japan trades with a country, officials ex- 
plain earnestly, it can also talk to it. Japan 
often does business with both sides in a con- 
flict. It talks both to Iran and to Iraq, and 
could talk both to Israel and to the Palestin- 
ians. Mr Uno plans to meet Palestinians 
when he visits Jordan. Mr Yasser Arafat has 
visited Tokyo. None of this is quite new. Mr 
Uno's predecessor, Mr Shintaro Abe, vis- 
ited both Tehran and Baghdad, without in 
the least helping to end the Iran-Iraq war. 

There are other small new signs of Ja- 
pan’s interest in the region. It thought of 
sending warships to help America and West- 
ern Europe keep the Gulf open, but decided 
that its no-war constitution permitted the 
despatch of only some navigation electron- 
ics. As well as money, it is actually sending a 
man—one man—to the United Nations 
peacekeeping force observing the Soviet 
withdrawal from Afghanistan; it has never 
done such a thing before. 

The Middle East is useful as a kindergar- 
ten for Japanese diplomacy. It is far away 
from Japan's Asian neighbours, who still 
tend to think that with Japan the step from 
diplomacy to armed expansion is a short 
one. Moreover, America, Russia and Eu- 
rope all pursue their interests in the Middle 
East. The Japanese feel that such compe- 
tition offers opportunities to them. 

Outsiders may be bemused by these tor- 
tuous notions, but Japanese take them seri- 
ously as they thrash around for a foreign 
policy. When Mr Ryohei Murata, the archi- 
tect of Mr Uno's visit to Israel, became the 
top bureaucrat at the foreign ministry last 
year, he promptly dispersed the brightest 
and the best of his senior officials to embas- 
sies throughout the Middle East. 
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COMPAGNIE FRANCAISE DE 
L'AFRIQUE OCCIDENTALE 


CFAO 


(Incorporated in France with Limited Liability) 


FINANCIAL YEAR 1987 __. 
The Board of the Company has approved the 


Accounts for the financial year ended 31 De- 


cember 1987 and these will be presented at the 
Annual General Meeting to be held in Mar- 
seilles on 13 June 1988. 


Highlights from the Accounts are given hereun- 

der (in millions of French Francs): 

Holding Company 1987 . 1986 
Total Balance Sheet 2,812 . 2,071 
Net Profit 166 155 


Group Consolidation 


Total Balance Sheet 9,898 8,9931 . 
Turnover. 15,028 14,489. . 
Net Profit 338 370 


The Board proposes the payment of a dividend 


of Frs 42, which, together with the associated 
tax credit of Frs 21, will represent a distribution. 

of Frs 63 per share (Frs 60 for 1986). When | 
account is taken of the increase in share capital ||. 
effected in 1987, dividend distribution will have | 


increased by 44.88% over the previous year. : 


DEBENTURE ISSUE 

The Board will seek approval from an Extraor- 
dinary General Meeting, also convened for 13 
June 1988, to authorise an issue of debenture 
stock. 


ACQUISITIONS 


The acquisitions effected during the second half 


of 1987 and early 1988 at a cost in excess of one 
billion French Francs and which include, as 
previously announced, a majority shareholding 
in Compagnie de Distribution de Material Elec- 
trique (CDME), are expected to increase con- 
solidated Group turnover by some 50% in the 


current year and to have a significant impact on 


Group net profit. 


Further investment opportunities are under ac- © 


tive consideration. 


Copies of the 1987 Annual Report and Ac- 
counts may be obtained by application to the 
Registered Office, 32 cours Pierre Poget, | 13006 
Marseilles, France. 


Mint Pug inan Shares, 
- August 1995 


Balances your 
portfolio | 
these two ways: | 


T. itis a counterbalance to the normal mix of fixed-interest * 
gilts ond equities - which recent events have shown to be 


less than sure. Mint Guaranteed Ltd. is a managed futures 4 
fund, which can. profit from all movements in world || 


markets, whether up or down. 


2. it is itself a balanced mix of stripped US Treasury Bonds 
and futures contracts. The Bond element is designed to 


achieve return of capital after seven years. The futures || 


element is traded using a computerised system based ` | 


on-up fo 20 years of price history. This system was - D 


developed by Mint Investment Management Company: 
(MIMC), who have shown outstanding results over 
recent years, 


» AVERAGE 28.9% GROWTH 


The Funds under management by MIMC, which 


| pakaa Mint Guoranteed Lid., have an average annual 


posite growth of 28.9% in US dollars since Ist April, — | 


1981 Though past performance is no guarantee of future 
- success, if is an a of the skill and expertise of the 
fund 


NEW ISSUE CLOSES JUNE 30TH 1988. E 
:. The previous issue of Mint Guaranteed Ltd., Mint | 
Guaranteed Shares, December 1994, was oversubscribed, 5 


(Many of the shares. were taken up by existing holders). d 
Now a further class has been authorised, Mint Guaranteed > 


Shares; August. 1995; but the offer mus dose on 
June 30th, 1988. 
Anyone intending, therefore, to seize this oppor- | 
tunity to. balance their portfolio should apply for the. 
Prospectus now. E 
This advertisement. does not constitute an offer of. | 
shares in: Mint Guaranteed Ltd. Applications for shares can | 
only be considered on the terms of the Prospectus, available ^. 
from ED&F Man International Lid., Funds Group, Sugar =] 


» «Quay, Lower Thames Street, London EC3R 6DU. 


PLEASE SEND ME A PROSPECTUS A | 


NAME: 


PLEASE TELEPHONE ME ON: 


Mint it Qnaradtped d Shares, 
August 1995 — 
ED&F Man international Lid., Funds Group, Sugar Quay, 
Lower ECR 6DU. - 


Thames Street, L. 3i 
tel: 01-626 8788. Telex: 885431. Fox: 01-623 3203. 
Representative office, Manama, Bahrain. Tel: Bahrain Sore m 





i 6 1 The Group’s significant strengths 


are spearheaded by our UK and Far 

East operations, with notable support 

from Europe and South East Asia. 
Incheape’s mark 

panies include Mann Egert 

(GB), Bain Clarkson, Gray Macker 

zie, the Assam and Borneo. Co 

panies plus other worldwide concerns 

covering our principal activities. of 


services, resources and marketing 


and d distribution. 


^ PROFIT 
‘BEFORE TAXATION 


1987 
Financial Highlights | 
1987 
£m. 
116.2 


| Profit on ordinary 
activities before 
taxation 


Earnings for - 
ordinary 
shareholders : 


Earnings per — 
1 ordinary 


e 


~and 


‘Lievre, T 


With a - strong base: of both Joval 
international . management, 
together with a clearly. defined 


Strategy, Inchcape is now well equip- _ 
.pedto develop and] | prosper in the years 


‘ahead. E , 


George Turnbull 
Chairman and Chief Executive 


of our 1987 Report. nd 
pest write to Diana Le 

pe PLC 40 st May 

London EC3A 8l SEU, E 1 








A chain of change i in 





Gorbachev's empire - 


FROM Á SPECIAL CORRESPONDENT IN EASTERN EUROPE 


NITS early days, the Polish- Crechisülovake 


Solidarity society was a small band of ad- 


venturers crazy enough to carry rucksacks | 


filled with subversive literature back and 
orth across the mountains that divide. the 
two countries Now Polish-Czechoslovak 
Solidarity. operates quite openly, with a 
monthly newsletter. Its leaders plan confer- 
ences and démonstrations, supervise trans- 
lations, and arrange meetings between op- 
position -leaders:at- the border. Its. more 
ambitious members hope to expand opera- 
tions into Hungary, East Germany, even the 
western republics of the Soviet Union. This 
is part of a. new phenomenon in Eastern Eu- 
tope. Contácts between dissidents from dif- 
ferent countries are. steadily deepening and 
multiplying: 0 

In October: 1986, 125 opposition lead- 


ers from five Warsaw pact countries signed a- 
joint statement commemorating the ‘30th’. 


anniversary of the Hungarian uprising. 
Many other joint statements—for example, 
on the right to conscientious: objection-— 
have followed. The cross-border ties go be- 
yond mere communiqués; hy all sorts of 
ways, efforts are being made to overcome 


.the obstacles that have kept the nations of 
Eastern Europe even further apart from: 


each other than from Western Europe. 

Old resentments are partly responsible 
for this modern Balkanisation. Czechoslo- 
vaks remember that Polish and Hungarian 
soldiers took part in the Soviet-led invasion 
which:put down the Prague Spring of 1968; 
Hungarians deplore the treatment of their 
brother-Hungarians living in Romania and 
Czechoslovakia; and.so on. The practical 
barriers are also considerable. It is often 
hard to get a- passport for travel from one 
communist country to another, particularly 
if you: happen to: be known for dissenting 
views. Communist travellers: are «searched 
more carefully at each other's borders than 
westerners. Dissidents’ telephone. calls are 
closely monitored. 

:: These difficulties, it seems, are increas- 
ingly surmountable. Polish opposition lead- 


ers first began to contact dissidents in other: 


communist countries in the 1970s. Czecho- 
slovaksand Hungarians were invited to sem- 
inats in- Warsaw, where they learnt the me- 
chanics of underground printing. The chief 
publisher of AB, the largest unofficial print- 





ing house in Budapest, clés to shave taug 
the techniques he learnt in Poland in 19 
to "hundreds" of people since. Now su 
seminars are beginning again in Poland 
a much bigger scale. 

Cross-border contacts suffered from 
arrival of martial law in Poland in-198 
from: a: clampdown in other couritrie 
governments that feared the spread o 
"Polish disease". But the contacts 
since resumed. Last August a reunio 
held on the Polish-Czechoslovak borde: 
tended by eight Poles and 12 Czechos 
vaks—among them Messrs Jacek Kuro 
Zbigniew Bujak and Vaclav Havel. 
signed a joint declaration, and a short vid 


filmy of the meeting has sínce-been wid 


distributed in both countries. Such m 
ings "have only symbolic importance now. 


says Mr Kuron, "but they will certainly 


on greater significance after the collapse 
the Soviet empire.” 

These contacts are only the most 
catching sign of a:-growing East Europea 


- ‘curiosity about what the neighbours 


thinking. At least four Polish undergrou 
monthlies are now devoted exclusively 
developments in other communist cot 
tries. The test of the underground press 
Poland is full of translations of oppos 
literature from Eastern Europe, article 
regional history and essays on the m. 
and future of "Central Europe”: Althou; 
the underground press is less developed o 
side Poland, the trend of interest is 
same. The Hungarians have just printed, 
impressive samizdat editions, a seri 
novels by a Czech émigré writer, 
Kundera, and a Hungarian version of O 
set of interviews with Polish Stalinist 
Although it is still difficult to organ 
there is cross-border action as well as wo 
In February: dissidents in Poland, Cze 
slovakia; Hungary and the Soviet uU 
staged simultaneous demonstrations ag 
the harshness of life under’ Presid 
Nicolae Ceausescu in Romania (Romai 
quip. «bitterly that they +: live 
"Ceauschwitz"); Demonstrators gath 
front of the Romanian ‘embassies in Bu 
pest and Prague, 60 people went on a 
hour hunger strike in Prague, and five 
viet ‘dissidents, headed by Mr An 
Sakharov, signed a statement of suppo 
All this was co-ordinated by activists 
Charter 77 in Czechoslovakia; with the h 
of telephone calls and personal links est. 
lished over the years. Independent "p 
conferences, attended by people from man 
countries; were held in Warsaw last spr 
and. Budapest last autumn. More con 


-ences, some’ on: less’ innocuous-soundi 


57. 











cmm in Poland 


: FROM A SPECIAL CORRESPONDENT IN POLAND 


EAR gas and clubs are all very well for 
| A; most occasions, but what is a Polish 
oliceman to do when 5,000. students 
_dress in red, wave flags with Bolshevik slo- 
gans and gather round the chimpanzee 
cage at the zoo to sing Stalinist hymns? 

ince the first such Happening, in 1987, 

he authorities have been understandably 

onfused by the motives of the Orange Al- 
ernative, the youngest and certainly most 
riginal group to emerge in Polish politics. 
Based in Wroclaw, a Solidarity strong- 
old in south-west Poland, the Orange Al- 
ernative has made its name by mocking 
thei issues which government and opposi- 
tion alike hold sacred. It commemorated 
the second world war on Polish Remem- 
brance Day by chanting ' *Molotov-—Yes! 
ibbentrop—No!" At Christmas it wore 
anta Claus suits and carried signs claim- 
ing that ' ‘Only Santa Claus can save you 
om poverty," a gibe at the claims of both 
government and opposition. When the lo- 
cal Solidarity chapter was calling for a 
boycott against voting in last winter's ref- 
rendum on reforms, it held a counter- 
"demonstration, calling for Wroclaw to be- 
come "the city where more than 10096 
vote.” 

. Although most of the participants in 
‘the Orange Alternative's events ate teen- 
agers looking for a good time, the roots of 
the movement lie in the more sophisti- 
cated ideas of an elusive art. historian 


named Waldemar Frydrych, alias “The 
Major". Never a conformist—he refuses 
either to bathe or to maintain.à, perma- 
nent address—The Major found himself 
stranded in post-martial-law Poland, un- 
able to tolerate either official culture or 
the earnest, quasi-religious Solidarity 
demonstrations. Determined .to create a 
new form of cultural politics, he printed a 
manifesto, and announced the birth of 
Socialist Surrealism (the theory) and of 
the Orange Alternative (the practice). 


Drawing on.Dadaism and plain politi = 
- squashed, 


cal savvy, he began to. organise periodic 
Happenings—demos which bring out the 
absurdity of communism in Poland simply 
by taking it-seriously. The group also 
prints punk parodies and. collages of the 
official | press. The point, explains The Ma- 
jor, is "to treat the political system of Po- 
land as a work of art.’ 

The movement appears to be spread- 
ing. Poznan, Gdansk and Crakow have al- 
ready been the sites of Orange-Alterna- 
tive-style — demonstrations. . Warsaw 
remained relatively untouched until 
Easter Monday, when a group of students 
had a mock war in the centre of the city's 
old town. Shouting slogans like "Freedom 


and Water”, those dressed in blue heartily” 


dumped pitchers and buckets of water on 
those dressed in green, until the police— - 
some catching a few calculated sprays— 
moved in. 








Af; their cul chhona the lie s 
have now become involved in Wroclaw as 
well, detaining demonstrators at each 
Happening. The Major himself was re- 
cently released from two months. in jail, 
where he had been sent after a particularly 
riotous celebration of International Wom- 
en's Day. “Disturbance of the peace" was 
the charge levelled at the leader of several 
men who. dressed up as women to cele- 
brate the occasion, and: caused a minor 
riot by dispensing free sanitary towels, of 
which there is a serious shortage in Po- 
land, in the centre of the city. However, 


Happenings continued to take place even 


during The Major's sentence, :showing 
that the movement will not gi be 


While its taste and tactics are not ab 
ways acceptable to everybody, the Orange 
Alternative's significance lies in its appeal 
to a generation which was too young to 


. have been -part of Solidarity, and now 


wants to make a mark of its own, Its mem- 
bers have consciously. avoided the main- 
stream opposition, considering its leaders 
too old and its methods too ossified. In 
fact, to a group of young people raised on 
the legacy of Solidarity's failure, Dadaist 
anarchism seems more rational than dis 
cussing economic reforms which won't 
work and political change which doesn't 
happen. Whether: their activity could or 
should turn into something more substan-: 


tial is a question that will soon face the 
- group's leaders. For the moment; most 


feel that maintaining a sense of humour is 
more important. 














pics, are planned. 

Links between academics are especially 
portant in countries where thought itself 
till subject to state control. To counter 
difficulty of crossing borders, scholars in 
arsaw, Budapest and New York are now 
iultaneously conducting philosophy sem- 
irs on the topic of "Democracy". Each 
eminar is taped, and a transcript sent to the 
cipants in the other two countries. Uni- 
les are also a source of translators. In 
ent months, more than one obscure pro- 
r of comparative literature has sud- 
nly found his services much in demand 

his private income rising rapidly. 


e Catholic church, both as an institution 

nd as an idea, has. long been a channel for 
changes of people and information be- 
een communist countries. Poles, Lithua- 
ns and Ukrainians, in particular, have 
aken a lively interest in each other's ecclesi- 
stical affairs. Now Catholic nationalist 
roups in Poland that would. otherwise ig- 
ore the existence of foreign countries have 
been scrambling to contact the newly vocal 


58 


Christian militants in Prague, Brno and Bra- 
tislava. Concern about pollution could also 
become a rallying-point for often disparate 
dissident groups. One example of sprouting 
cross-border Greenery is the collaboration 
between Slovak and ‘Hungarian: environ- 
mentalists opposed to the damming of the 
Danube near the border between their two 
countries. 

What comes of these cross-border links 
will in the end depend upon whether the 
participants can find a common language: In 
the literal sense, most can converse in En- 
glish, French or even Russian. But: most of 
the East European opposition movements 
spring from different intellectual and politi- 


cal sources. The search is now on for com--- 


mon ground—on the environment; reli- 
gion, human rights, or on some shared idea 
of European identity—beyond a common 
sense of suffering. While it may be early to 
talk (as some do) about preparing future dip- 


lomatic relations in a Central Europe free of. 


Soviet dominance, it is never too soon to: 


start erasing the prejudices that shape the: 


history of this part of Europe: 








France 


Open and shut 


FROM OUR PARIS CORRESPONDENT. 


Nobody. lays: down; fog better 
than a French politician. Since 
May 14th, when.the re-elecred: 
President Mitterrand: called a 
snap parliamentary election, So- 
cialists and conservatives. have. 
been arguing over whether this marked e 
end of the opening to the centre”. 

Grasping what that word-cloud means is 
not necessary to understanding the row. lt is 
enough to know that centre-right politicians. 
claim to have been had by Mr Mitterrand. 
He promised and then denied them, they 
complain, a say in the new government he. 
set up after his victory in the presidential 
election. Mr Valéry Giscard d‘Estaing,’a for- 
mer president and centre-right leader, said: 
on May 17th: "The opening did not take 
place.” Mr Mitterrand. has.a less final view. 
He seems to believe the idea of future deals. 
with. the centreight is sib alive. Mr Ray- 
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mond Barre, a defeated presidential candi- 
date and another leader of the centre-right, 
agrees with him. 

Before his re-election, Mr Mitterrand 
did imply that his next government would 
not be entirely Socialist, a stretchable prom- 
ise. He did not want to scare off centre vot- 
ers who might fear a return to the Socialist 
policies of 1981-83. He also wanted insur- 
ance against a narrow win, which could have 
obliged him to work around the majority the 
centre-right and the neo-Gaullists between 
them had in the old parliament. 

But Mr Mitterrand's win was crushing. 
Centre-right leaders made it known that 
they would not join a new government un- 
der Mr Mitterrand, at least not right away. 
With 5496 of the vote, Mr Mitterrand was 
given an overwhelming reason to dissolve 
parliament. Two-thirds of the voters, ac- 
cording to the opinion polls, wanted him to 
do so at once. Holding off an election until 
the autumn or longer would have turned the 
usual rule of "respecting the voters" on its 
head—and risked losing the Socialists’ new- 
found momentum. 

The presidents new prime minister, Mr 
Michel Rocard, has a 26-minister govern- 
ment including 19 Socialists and only a 
handful of non-Socialist notables, mostly 
with loose centre-right ties. Mr Pierre 
Bérégovoy returns to the finance ministry, 
Mr Pierre Joxe to interior, Mr Roland Du- 
mas to foreign affairs, Mr Jack Lang to cul- 
ture. For a first government that might well 
be changed before long, Mr Mitterrand 
wanted people with experience rather than 
hyphens linking his centre-left to the right. 

He also had to think of his own party. 
The Socialists were kept in the basement for 
much of the presidential campaign. Then 
they had to swallow as prime minister a man 
most of them had for years treated as a right- 
wing renegade. They wanted their say in the 
choice of a new first secretary. Mr 
Mitterrand's apparent favourite was Mr 
Laurent Fabius, a former prime minister 
and gracer of Parisian salons. Yet once it be- 
came obvious that most of the party's execu- 
tive committee preferred Mr Pierre Mauroy, 
a more working-class ex-prime minister, the 
president did not stand in the way. 
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Mr Barre, who seems to recover his lu- 
cidity the moment he stops campaigning, 
summed up the entire row well. France's 
voters, he said, want effective government. 
For this, the president needs a majority in 
the National Assembly. To encourage his 
centre-right colleagues to stop grumbling 
about “failed openings”, Mr Barre added 
that he thought the Socialists were almost 
certain to win the election. The opinion 
polls seem to agree with him. The two-round 
election will be held on June 5th and 12th 
under revived first-past-the-post rules. In 
the 577-seat assembly, 289 seats are needed 
for a majority. The Socialists are confident 
of getting 300 or more. 





West Germany 
The logic of 
Lambsdorff 


FROM OUR BONN CORRESPONDENT 


HERE will be those who groan at the 

prospect, but Mr Helmut Kohl looks set 
to remain West Germany's chancellor well 
into the 1990s. That seems odd, just after 
the mauling of Mr Kohl's Christian Demo- 
cratic party in the Schleswig-Holstein state 
election. Odder still, his survival chances 
soar for an apparently unhelpful reason: the 
likely resignation of Mr Martin Bangemann 
as economics minister and chairman of the 
Free Democratic party, the junior partner in 
Mr Kohl's centre-right coalition. But con- 
sider the logic that leads from a departing 
Bangemann to an unbudgeable Kohl. 

Mr Bangemann is a great gourmet but 
he has no perceptible appetite for econom- 
ics and hates the party hackery in Bonn. He 
took on both jobs under pressure from Mr 
Hans-Dietrich Genscher, the foreign minis- 
ter and chief Free Democratic string-puller. 
Now he wants out. Ideally he would like to 
become president of the European Commis- 
sion. Even if the present incumbent, Mr Jac- 
ques Delors of France, stays put, Mr 
Bangemann seems ready to take a lowlier 
post in the commission. Either way he 
would start work in Brussels in January, 

He coyly refuses to confirm or deny any 
of this, but his party colleagues are already 
looking for his successor. They do not have 
to look far. Count Otto Lambsdorff, himself 
a former economics minister, stands to win 
the Free Democratic leadership at the par- 
ty’s congress in October. He has no real 
rival. 

Count Lambsdorff, one of the most elo- 
quent and abrasive of politicians, has been 
down but not out since resigning as econom- 
ics minister four years ago in connection 
with a “political payoffs” scandal. The most 
serious charge against him, that he was 
bribed while a minister to give tax breaks to 


In for the Count 


the Flick industrial group, was dropped in 
1986. Last year he was fined for aiding and 
abetting tax evasion on behalf of his party 
(hitherto a widespread practice in German 
politics); but he was not accused of lining his 
own pockets, and kept his career ticking 
over. By taking the Free Democrats’ leader- 
ship, he would complete his comeback. 

He would not join the cabinet (the eco- 
nomics ministry might not even survive in 
its present form), but would concentrate on 
the party job alone. A hallmark of Mr 
Kohl's tortuous leadership technique is that 
policy decisions tend to be taken by small 
groups outside cabinet sessions, miffing 
ministers but leaving them helpless. Count 
Lambsdorff got wise to this tactic when a 
minister himself. This time he is aiming 
where the real power lies. He would be a 
more uncomfortable partner for Mr Kohl 
than Mr Bangemann ever was, and some 
Bonn-watchers reckon the extra friction 
would split the sorely strained coalition. The 
opposite is more likely. 

One reason is that, unlike many people, 
Count Lambsdorff does not underestimate 
Mr Kohl. He may not think much of the 
chancellor's grasp of economics. Few do. 
But he has a healthy respect for his political 
nous. 

More important, it was Count 
Lambsdorff even more than Mr Genscher 
who in 1982 drove the Free Democrats to 
break away from the centre-left coalition led 
by Mr Helmut Schmidt's Social Democrats, 
and into alliance with Mr Kohl. He did so 
because he reckoned the West German 
economy needed a shake-up which a Social 
Democratic-dominated government could 
not produce. His view has not changed even 
though the performance of the present co- 
alition, so far, has fallen well short of his 
hopes. He wants to kick the government to 
success, not pull the rug from under it. 

That leaves the Social Democrats out on 
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could win an absolute majority in the 
on due in 1990. At present the opinion 

give them around 40% of the national 
e. uabbling Greens look less of a 
ble coalition partner for the Social 
ocrats than they once did. A Free Dem- 
party. under Mr Bangemañn might 


Soviet leader today is 
as Mr Mikhail Gorb: 
rms in the run-up to next mont 





les at the grassroots. In the 


VEN in these days of glasnost, remark- 
, bly little is known about the power 
ne in the Kremlin. Sovietologists were all 
y when the Kremlin's second-in-com- 
nd, Mr Yegor Ligachev, let slip to Le 
nde that he, not Mr Gorbachev, chaired 
tings of the Communist party's influen- 
| Secretariat. Their ears pricked up.again 
en Mr Lev Zaikov, the Moscow party 
s.and overseer of the defence industries, 
old Newsweek that he was number three in 
Kremlin's pecking order. Who are the 
tto-top Communists, and- to what ex- 
t are they friends or~foes. of Mr 
rbachev? 

_ The most powerful people in the Soviet 
mmunist party are those with a seat both 
the Politburo, which takes the big deci- 
ns, and the Secretariat, which runs day- 
y business. There are now six of these 
ercomrades. In addition to Mr Ligachev, 
Zaikov and Mr Gorbachev himself, they 
Mr Alexander Yakovlev, who:shares Mr 
Agachev's responsibility for ideology and 
ropaganda; Mr Nikolai Slyunkov, who su- 
ervises the economy; and. Mr Viktor 
onov, the man with an eye on the farms. 
When it comes to glasnost, Mr 
rbachev's campaign for franker report- 
Aand more open discussion, Mr Ligachev 
Mr Yakovlev represent, respectively, 
conservative and reformist poles in the 
dership. A struggle has developed be- 
en the two men and the ideas they 


Mr Ligachev not only 
chairs the Secretariat and 
oversees the day-to-day 
running of the party ma- 
chine, he is also in charge 
of personnel policy and 
relations with other com- 
munist countries and the 
third world. Some reports 
have it that Mr Yakovlev 
has wrested from him 


own. Hardly anybody believes that. 


chev stru rug 


conceivably. have ack 
centre-left alliance in. 1990: under Count 
Lambsdorff definitely not. Small wonder 


that Mr Hans-Jochen Vogel, the Social. 


Democratic leader, has been demanding 
that Mr Bangemann be stopped from going 
to Brussels, arguing that “better candidates" 
for the commission should be found. 


ounting the das and the nyets 


werful, but not all-powerful. That is abundantly 

gles to gies Communists behind his 

s speci 

n with the clout of culices at i: and with the concerns of com- 
irst of two articles, a s 

ks at the people who matter most after Mr Gorbachev 


conference. He has to 


ial correspondent 


responsibility for culture, propaganda and’ 
the press, although this has been denied. 

Mr -Ligachev agrees that some sort of 
economic reform is essential. But he is far 
more cautious than Mr Gorbachev about 
how far and how fast it should go: He has 
given warning of the danger of upheavals 
like those in Poland.if food prices rise, fac- 
tories go bankrupt. and workers lose their 
jobs. He dismisses “market socialism” and 
dislikes the extension of private enterprise. 
He abhors. Mr Gorbachev's pet: concept of 

"socialist pluralism” and- worries- that 
glasnost, and especially. ‘the -revelations 
about the horrors. of the Stalin. era, could 
destroy ordinary people's faith in commu- 
nism and the party. 

Mr Ligachev, 67 to Mr Gorbachev’ s57, 
has a reputation as a stern disciplinarian, a 
devoted family man, and something of a pu- 
ritan in his private life. It is said. that he-will 
promote nobody. he believes to be:a bad fa- 
ther, on the argument that anybody who. 
cannot bring up:his children properly is un- 
worthy of being a party official. A confirmed 
teetotaller, he is said to be the: driving force: 
behind the campaign against. alcoholism. 
But he may not be the dry, unbending stick 
he is sometimes made out to be. He is said to 
love historical studies and works by Siberian 
writers. And he has masterminded. some 
pragmatic-sounding educational teforms. 

Plump and sleek, the 64- 
year-old Mr Yakovlev 
could ‘not be more of a. 
contrast. He is the archi- 
tect of thecurrent cultural 
liberalisation. Unlike Mr 

Ligachev, who spent long 

years as party boss in an 
_ industrial region: of Sibe- 

tia, Mr Yakovlev.spent.a 
year in New York.as an exchange student.at 
Columbia University. After getting into hot 
water in the early 1970s for criticising Rus- 
sian nationalism,-he spent ten years in: ‘exe 

















ile” as Soviet ambassador to Canada. 


Familiarity, with the West has bred con- 
tempt. He is fiercely anti-American and fa- 
vours expanding ties with Western Europe 
and Japan. Yet, although he despises. ‘‘west- 
ern.mass culture”, he also shows litrle of Mr 
Ligachev’ s alarm lest glasnost slip into “‘an- 
archy”. “Mr Ligachev would: like to see rock 
music banned. Mr Yakovlev demurs, saying 
“I personally:don’t like rock and roll, but if 
my grandchildren like it, let them.” It is on. 
the Yakovlevs and the Gorbachevs, not on 
Mr Ligachev, that Soviet. intellectuals: are 
pinning their hopes for a freer society. 
Kremlin-watchers used to 
assume that the 65-year- 
old Mr Zaikov was firmly 
in the Gorbachev. camp, 
but now some are not so 
sure. A one-time metal- 
ory worker and a qualified en- 

fa . gineer, he. spent 35 years 

Hy f ‘in the defence industry in 
Mp E4 Leningrad. An efficient 

and self-confident man- 
ager, he was made Leningrad party boss in 
1983, before Mr Gorbachev brought him to 
Moscow to supervise the. defence: industry. 





` Although-he now runs Moscow, too, he has 


kept his seat in the Secretariat. 
The other two super- 
„secretaries, Messrs 
Slyunkov and Nikonov, 
both 59, are promoters of 
perestroika, the. “restruc- 
turing” of the. Soviet 
economy. Mr Slyunkov's 
jobisto oversee these eco- 
nomic floral When he was party leader in 
Byelorussia in the mid-1980s, his republic 
tried out.a number of the economic experi- 
ments which have. since 
spread through Soviet in- 
- dustry. Mr Nikonov's ag- 
riculture job used to be 
the- Politburo's » ejector: 
seat (until Mr Gorbachev 
turned it into a launch- 
pad for his own.-career). 
Born, like his boss, into a Russian peasant 
family, Mr.Nikonov shares Mr:Gorbachev’s: 
belief that less central control is essential to 
getting more food out of Soviet. 
a better food supply is one of th 
persuading the Russian-in-the-q 
perestroika i is worth working for. 











War and peace m uoc) 
If Mr Ligachev were the m top r 
Mr Gorbachev had to worry about, the 

up to next month’s party confer nce wo d 
not have been so. full of semi-open strife. 
The split at the top of the party runs dee 
Word has it that the "conservative: 
festo” which appeared in the form o 
in Sovietskaya Rossia in March had the 
backing not only of Mr Ligachev but also of 









Mr Zaikov and at least three other Politburo: 
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»embers: Mr Viktor Chebrikov, the kGB's 
55, Mr Mikhail Solomentsev, who owed. 











1 discipline rather than in radical reform, 
nd President Andrei Gromyko. 












ice-to-face confrontation. A reconciliation 
being attempted for the party conference. 
poner or later, heads must surely roll. The 
uestion is, whose? 









ICHEVER way he looks, nobody 

to feel much love these days for 
jain s education minister, Mr José Maria 
ravall. On May 16th, after two months of 
termittent strikes in state schools, more 
an 7096 of the country's teachers voted to 
reject his offer of a 596 pay increase. With no 


is promotion under Andropov to his belief za 


_ For the moment, the Gorbachev and , 
igachev camps have backed down from a 








tions are accusing Mr Marava T 
teachers—of inflexibility. Other ministers 
are worrying about the impact of the 
tion on the Socialist government’s popular- 
ity rating, which has fallen to its lowest poin 
since 1982. eo See 

The teachers’ somewhat chaotic erup- 
tion comes after years of frustration. Teach- 
ers grumble that they work harder:and earn 
less than other civil servants with similar 
qualifications, Ministry officials point out 
that, with monthly salaries ranging from 
Ptas110,000 to -Ptas180,000 - ($950 to 
$1,600), ‘they are better off than their col- 
leagues in. private schools, who generally 
work longer hours. SEU 1 

Although. the increase Mr Maravall.is 
offering is only a third of what the strikers 
are demanding, he has proved flexible on 
other issues. He is willing to discuss de- 
mands for more training, more sabbatical 





leaves and less geographical arbitrariness iri - 


postings. But he has so far refused to con- 
sider shortening the 30-hour working week, 
of which five to 12 hours may be taken up 


end in sight to the strikes, the parents’ asso- 


he disrupe 


with non-academic duties... 
This week’s vote has embarrassed the 












avall’s threat to lengthen 
as achieved little besides 
enraging. teachers and upsetting parents 
‘who have already made plans for the sum- 
mer holidays». j 

Meanwhile,” headmasters of private 
schools, which about a third of all pupils at- 
tend, are gleefully reporting an increase in 
registrations for the coming academic year. 
Private-school teachers are feeling smug too. 
They have been. dutifully turning up for 
work. On May 17th the federation of pri- 
vate-school owners rewarded them with pay 
increases of 17% and more, a shorter work- 
ing week and sabbatical leaves for some. All 
this brings their working conditions much 
nearer those of their state-school colleagues, 
who could take lessons from them in the art 
of peaceful wage bargaining. 
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: (nen have a single market be- 
fore it has a single lunchtime? Euro- 
.peans'" determination to have lunch at 
three o'clock (Spain) or 12 o'clock (West 
ny) or one o'clock (Britain) means 
hat catching a European businessman at 
nis desk is often guesswork. Lunch is only 
part of the problem. In Greece, nobody 
makes telephone calls between two 
and five, because everybody is hav- 
i 100ze. So how can Greeks do 
with West Germans, who 
ng home at four? They 
d to ring inthe morning. 
.. The problems are just as bad in 
European countries outside. the 
EC. Norwegians get to the office at 
eight and leave for lunch at 11. 
They have dinner as early as five 
o'clock. Visitors are often left mys- 
tified, and hungry, when they try to 
go out to dinner at nine: the restau- 
tants are getting ready to shut. The 
Swiss start disarmingly early too. 
Zurich bankers have been known 
[| to make appointments for seven in 
=the morning. And the visitor is ex- 
pected to arrive five minutes early 
(except in Lausanne, where being 
15 minutes late is a decadent 
French-Swiss tradition). 
The British tend to arrive -at 
|| their desks at-9.30, but do not like 
_to be rung on the telephone at that 
< hour. They. do paperwork and 
. drink coffee while collecting them- 




















| Europe sans horaires 


selves. They can rarely be reached after 


5.30, even if they are at theirdesks: British - 


switchboards close.down. Europeans have 
to remember to ask British businessmen if 
they have a direct line for after-hours calls. 
The French, like the Germans, start ear- 
lier than the British, and occasionally 
show off with a working breakfast. = 
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Vanishing civil servants are.a problem 
in Italy, where they work from eight to 
two and then go home (though they work _| 
a six-day week). The visitor is advised to 
make all telephone calls in the morning: . 
Most attempts to reach people in the af- 
ternoon seem to fail. ss 













The move is part of the govern-. 
ment’s attempt to lessen air-pollu- 
tion in Athens: short lunches mean. 
that few people bother to go home ~ 
to eat, so the hope is that Athens + 
will now have only two rush hours a ` 
day instead of four. The problem of 

afternoon heat in summer may — 
scotch that. For the moment, the . 

change presents other problems. 
The three-hour break was the 
honot ime for extramarital 

























[he Olympic challenge is ours, 

and so is the human challenge. 

Samsung is forging ahead in electronics 
and the race into a new age is about to be 
The track is ready... and we are, too. 

Join us, our victory will be your victory 
in the world of the 21st century. 
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Foursquare to the future 


OUTH Koreans are savouring something new. 

Throughout history, their peninsula has fallen 
under the suzerainty of others: Chinese; Japanese; 
Americans; Russians; their own military. Now ordi- 
nary South Koreans hold their destiny in their own 
hands as never before. A booming, liberalising 
economy has created an independent-minded and 
extraordinarily well-educated middle class. A parlia- 
ment which will no longer be a rubber stamp should 
curb a government which has always been inclined 
to be authoritarian. 

Less than a year ago, comparisons between 
South Korea and the Philippines at the time of the 
fall of ex-President Ferdinand Marcos were in the 
air. No more. Then President Chun Doo Hwan, 
who had run South Korea with ramrod sternness 
for the previous eight years, had hand-picked his 
chum and fellow former general, Mr Roh Tae Woo, 
as his successor. Few would have predicted the po- 
litical imagination and astuteness displayed by Mr 
Roh in coming to terms with the demands of ordi- 
nary South Koreans for more democracy to match 
their greater prosperity. President Roh is the first 
ruler of South Korea to have come to power the 
democratic way. 

Mr Chun did not enjoy the mandate of legiti- 
macy that can make a leader, however stern, accept- 
able to his people. He took power in a coup follow- 
ing the assassination in 1979 of his predecessor 
(another power-seizing general). When he tried to 
pass on that illegitimacy through a hand-picked suc- 


THE ECONOMIST MAY 21 1988 


cessor, bankers and businessmen made common 
cause with radical students, taking to the streets in 
their lunch-hours, shouting “down with the dicta- 
tor” through clouds of tear gas. They simply would 
not have Mr Roh foisted on them. 

It was then,^on June 29 1987, that Mr Roh 
promised an eight-point plan of political reform, in- 
cluding a direct election for the job he was to take. 
South Koreans gave him the nod of legitimacy at the 
polls on December 16th, but gave him only 36% of 
the vote to remind him that it was a qualified nod— 
a point that they sharply reiterated when they re- 
moved his governing Democratic Justice party's 
overall majority in April's National Assembly elec- 
tions. Now Mr Roh has to live up to his promises. 
So far, he has done little one way or the other. 

The political and economic gains could still be 
lost. They are recent, fragile and reversible. Mr Roh 
now sounds the born-again democrat, but few 
South Koreans are yet convinced: South Korea’s 
economy is still acutely vulnerable to external 
shocks. American complaints about its trade sur- 
plus ignore the fact that, until. 1986, South Korea 
ran a persistent and troubling deficit. Another oil 
crisis, a rise in world interest rates, or recession in its 
main export market, America, could all make Mr 
Roh question how democratic hé can afford to be. 
But with every day that passes, the possibility of his 
retreating into the old ways—or being pushed 
aside—becomes more remote. "= 

The country that Mr Roh has taken over is dif- 





September 
Olympic games 
in Seoul mark 
South Korea’ 
coming of age. 
Christopher 
Lockwood, our 
East Asia 
correspondent, 
wonders with 
how much 
confidence the 
economic prodigy 
can look forward 


to adulthood 




















ly-looking republic that held i 


ago. Thirty-five years of Japanese colonial rule had 
left little permanent behind to sustain the country. 
Its young men and women had been deported to 
serve Japan’s war machine. The north of the coun- 
try had what industry was left at the end of the sec- 
ond world war, and that had fallen under Russian 
control. Three-quarters of South Korea’s citizens 


were impoverished farmers. Two years later one of: 


history's bloodiest civil wars erupted: it left 1m Ko- 


reans dead after three years of conflict. South and _ 


North Korea still confront each other warily across 
the demilitarised zone (DMz). 

The economic turnaround ‘since the fighting 
stopped has been a text-book example of develop- 
ment. In real terms national income has expanded 
by 1,200% since 1953. South Korea is now the 17th 
largest economy in the non-communist world and 
the 12th largest trading nation. This prosperity has 
given the average South Korean nearly 20 years 
longer to live; only one child in 32 dies within a year 
of birth instead of one in 15; only three or four peo- 
ple in every 100 do not learri to read and write in- 
stead of 80 or more; and nobody starves to death. 

Middle-class indicators like the number of tele- 


phones and televisions may seem trivial: but-they . 
give people/a stake in stability. As late as 1970 only 
2% of households had refrigerators, 4% telephones © 


and 6% televisions. Now, there are fridges in three- 
quarters of the houses, telephones in half of them 


and televisions in virtually all'of them. Women ap- 


pear to have done all their laundry by hand in 1970; 
now 25% of homes have washing machines—still 


100% fed by women, however. Six times as many- 


houses have pianos as they did, and it is said that in 





first election and set out for independence 40 years 


needs to be spent on food. 


eoul n children in every ten play musical 

truments. Only 4096 of household income now 

st year the economy's 

exports rose 36%; real growth was 12%; and unem- 
ployment stayed low at 2.2%. 

Justifiably, South Koreans are proud of them- 
selves. They are proud, too, that the world will be 
beating a path to their door for September’s Olym- 
pic games. Unless North Korea does something to 
sabotage them (which is always a possibility: Ameri- 
can battleships will be in the area just in case), they 
should be the most widely supported games in his- 
tory. Russia; China and the United States will com- 
pete against each other for the first time in 32 years. 

But Koreans are not in the habit of patting 
themselves on the back. They move on. South Ko- 
rean industry displays à swashbuckling confidence. 
The tallest building in Asia? Up goes the Daihan 
Life Insurance building on Seoul's rive front, and 
no matter if it is half-empty. Heavy industry? So 
Korea possesses the world's largest steel plant and 
its largest dry dock. It builds its own fighter aircraft. 
256k-DRAM memory chips? Here. Wait a few more 
months and you can have megabit DRAMs, too. A- 
car perhaps? South Korea produced 800,000 last 















< year—eight times more than in. 1982—and ex 


ported two-thirds of them. Output will rise another 
5096 this year. Biotechnology, superconductivity, 
artificial intelligence, liver transplants and space 
rockets? All are on the way... EN XE 

Koreans have always been a creative and imagi- 
native lot. Admiral Yi, their sixteenth-century naval 


hero whose statue looks down on Seoul's main thor- 
_oughfare, devised the world’s first ironclad warship 

= to defeat the invading Japanese. Koreans were using 
movable metal type two centuries before Guten- 


berg. South Koreans may have dispensed with the 
traditional hanbok and moved into business suits, 
but: they still feast morning, noon and night on 


.. kimchi, a dish of fermented cabbage, garlic, and la- 
..ser-hot. peppers unlike anything else in the world. 
Running such a hot-breathed and frankly national- 


istic country has problems all of its own. Mr Roh 
has kindled expectations that he must now strive to 
live up to. 

: If he wishes to be remembered as one of Korea's 
great leaders, Mr Roh has to juggle with four skittles 


"for the next five years: 


e He must fulfil the promises of democracy he made 
last June. It ought to seem at least conceivable that 
political power could be transferred peacefully to 
the opposition. He can achieve this by dealing con- 
structively with a parliament in which he no longer 
controls an overall majority. 

@ He must keep the economy growing as fast as peo- 
ple have come to expect. That means threading a 
difficult course between inflation, America and Ja- 
pan. Growth of 796 a year is needed to accommo- 
date.a population boom if unemployment is not to 
rise or living conditions to fall. J 

@ He must distribute the fruits of economic develop- 
ment more widely. Some South Koreans are coming 
to feel that social development has been a casualty 
of the dash for a bigger GNP. 

@ Hardest of all; he must try to reduce the tension 


between South Korea and North Korea, which is 


still the most painful fact of Korean life. 
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penn is the world’s weirdést tourist 
spot. A tiny village on the 38th north parallel, it 


straddles the Military Demarcation Line which runs - 
through the centre of the omz dividing Korea. Each. . 


year 75,000 visitors peep into North Korea from the 
raised Freedom. Pagoda south of the line. They. are 
escorted into the Military Armistice Commission 
(MAC) building in which a halt to the Korean war 
was called in 1953. The line runs through the MAC 
building, so they can step over into North Korea to 
be stared at by North Korean soldiers peering 
through the windows. = ` 

They may observe the flags on the conference 
table: the United Nations flag has a larger spike on 
top, but the North Korean flag retaliates with a 
more complicated base. Such is the pedantry of dip- 
lomatic point scoring. Visitors can approach, 
not set foot on, the Bridge of No Return, across 
which tens of thousands of prisoners were: ex- 
changed at the end of hostilities. They can enjoy the 
tranquility of the almost uninhabited DMZ. It is four 
kilometres wide and 240 kilometres long. If they are 
lucky, they may see Manchurian cranes. Even a Ko- 
rean tiger, symbol of the Olympic games but an ani- 
taal extinct in the South, is said to have been spot- 
ted. (It was probably a wildcat or a striped Korean 
bear.) The near deserted omz has become an undis- 
turbed sanctuary for wildlife. ET 

Undisturbed, that is, apart from noise. Night 

and day; loudspeakers on both sides boom speeches 
_ and stirring music. Far from being.a museum, Pan- 
munjom is the one place where South uneasily 
meets North. It is where tiny concessions—cruelly 
brief family visits or the repatriation of soldierly re- 
mains——are occasionally negotiated. ^l 

The armistice-of 1953 was meant to last for a 
matter of months until a peace, rather than a 
ceasefire, could be negotiated. But. the: armistice 
commission has been meeting at Panmunjom 
roughly once a month for the past 35 years while the 
Koreans have remained, technically, at war. - 

Its meetings are a forum for the exchange of vi- 
fuperative accusations and counter-accusations in 
English, Chinese and. Korean. There has been no 
lasting improvement in North-South relations since 
1953. All those long years of diplomacy have failed 
to produce postal, telephonic or visiting links be- 
tween the two parts of one of the world’s most eth- 
nically and historically homogeneous». nations. 

' South Korea's government warns constantly of the 
threat from the North, as if an invasion were com- 
ing any day. At the moment, the prospects for any 

- improvement. of relations, whether military, eco- 

-i omic or diplomatic, seem as poor as ever. 

_. The reunification of Korea is the constitution- 
ally avowed goal of both countries. South Korea's 
population of 42m includes 10m people with close 
relatives ori the other side of the DMz. The South's 


national-anthem: invokes holy Mount Paektu, now ` 


in the North and inaccessible.to South. Koreans 
-who must make do. with. Mount Sorak- instead. 
North Korea has repeatedly refused to: have both 
countries admitted into the United Nations on the 
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Cannon to the north of then 


ground that to do so would institutionalise a tempo- 


rary division. But though everyone pays lip-service 
to it, nobody talks seriously about reunification. ` 

North Korea is what the whole. of Korea was 
once known as—the Hermit Kingdom. It.is proba- 
bly the world’s most closed society, and its most or- 
thodox practitioner of Stalinism. Mr Kim Il Sung, 
the Great Leader, has presided: over North Korea 
since 1946, and the eventual accession of the Dear 
Leader (his son, Mr Kim Jong Il, who is said to re- 
ceive James Bond movies by diplomatic bag) is, de- 
spite rumours of opposition, highly probable. 

In North Korea the state-owns not just the 
means of production, but everything: there are no 
private bicycles, let alone cars. Nobody on either 
side has even begun to contemplate how such a state 
could be married to the South's dynamic, largely 
privately owned, economy. The best that can be 
hoped for is a few cultural, humanitarian and eco- 
nomic exchanges and the avoidance of war. 


Prepared for the inconceivable 

Another war is almost beyond imagination, but 
both sides are well prepared for one. South Korea 
devotes a high 696 of its GNP to defence, the North a 
bankrupting 20-2596. Two-thirds of both armies are 
said to be deployed within 60 miles of the DMZ, 
though there is not much that South Korea can do 
about the vulnerability of Seoul to attack: the city of 
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Russia has denied No 
MIG-25s. e 
. ^South Korea: is’ militarily. weaker than the 
North. Its army is smaller (630,000 men, against 
830,000). It has half as many tanks, as well as fewer 
aircraft and guns. But its equipment is better main- 
tained than the.North's, and-its more successful 
ecoriomy is eroding the difference fast: it is'now in 
the third stage of a military-modernisation pró- 
gramme. America is pledged to defend South Ko: 
rea, and American troops are stationed on its soil. 

North Korea, by contrast; is up against the 
ropes. That might make it dangerous. It has never 
been so isolated, nor so galled by the economic suc- 
cess of the South, to say nothing of Seoul’s accolade 
of the Olympic games and Pyongyang’s failure to be- 
come “joint host" to them: Estimates of North Ko- 
rea's GNP are deeply unreliable (its scanty official fig- 
ures do not include services in calculating "gross 
social product"): but the South's real income is 
thought to be between two and three times as much 
per head as in the North, making the country per- 
haps five times richer. 

"More important, South Korea is creditworthy: 
despite being, earlier in the decade, the world's 
fourth and Asia's most indebted nation, it has never 
defaulted. North Korea has a reputation for not 
meeting its obligations. A recent credit rating of 112 
countries drawn up by Institutional Investor, a fe- 
nancial magazine, placed North Korea 112th. 
Though it is richer in natural resources than the 
South (so that until the mid-1960s it was richer per 
head than the South, and is still richer than most 
Asian countries), bad management and a severe 
shortage of capital have slowed down its growth to 
next to nothing. So short is the North of non-mili- 
tary assets that it uses tanks to compact its roads. - 

Relations between South and North Korea go 
through cycles of frostiness. Just as things seem to be 
improving, North Korea commits an atrocity: a 
commando attack on the president’s residence in 
1968; an assassination attempt on President Park 
Chung Hee (which killed his wife) in 1974; an at- 
tempt on the life of President Chun Doo Hwan and 
his cabinet in Rangoon in 1983 (the former escaped: 
many. of the latter did not); the de- 
struction of Korean Air's flight 
number 858 over the Andaman Sea 
last November. The effect of this 
most recent outrage, as hardliners in 
the North who oppose better rela- 
tions with the South presumably in- 
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a mark of progress. At one time, the North would 
offer to meet only Ameticans, whom it considers to 
be the true rulers of the South (“us imperialists- 
and-the-South-Korean-puppet-military-fascist- 
clique” is a pet phrase of Radio Pyongyang’s); it 
later insisted on trilateral talks. Sont 

The South Korean government will probably 
never allow America to be a party to such talks. It 
would mean admitting that America has a more 
than purely supportive role in the South. The sad 
truth is that both sides fear that they have more to 
lose than to gain in the propaganda war from sitting 
down together: when, in the past, economic meet 
ings have been arranged, they have? made no 
progress. Mr Roh has said that he is keen to get 
diplomacy moving again, and has proposed a sum- . 
mit meeting with the 85-year-old Mr Kim Il Sung: It 
would probably not achieve much, but it would be 
statesmanlike of Mr Roh to make almost any con- 
cessions to get one. In the past the North has 
claimed, with a degree of reason, that South Korea's 
presidents have lacked legitimacy. That excuse will 
not carry much weight in the case of Mr Roh. 


Great power play es 
The daily verbal battles between Seoul and Pyong- 


.. yang would be just a curiosity. were it not that the 


world's four great powers converge on Korea. South 
Korea is an excellent ally to America (and só to Ja- 
pan, which would have more to lose than.any other 
country if East Asia were to become destabilised). 
True to Mr Kim Il Sung's doctrine of juche; or self- 
reliance, North Korea has become adept at playing 
off Russian and Chinese interests against each other _ 
without giving much away. That is how its army re- 
mains well equipped and its economy manages, just 
about, to stagger on. ACH a 
‘America realised the strategic importance of - 
Korea late in the day. Only after Russia had started | 
moving south at the end of the second world war 
did the undesirable aspects of the Russian presence — 


`- assert themselves and America moved to protect the 
southern balfofthe peninsula. ^ = 


-.- Russia has no year-round access of its own to 


the Pacific. Vladivostok, its southerly Pacific port, is 


blocked by ice for four months of the year: In return 
for.MiG-23. fighters and much other. hardware, 
North Korea has allowed Russia to use its ports 
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(though not to maintain naval bases). It has also 
given Russian aircraft overflight rights, which lets 
them reach Da Nang and Cam Ranh Bay, two big 
bases in Vietnam, with less chance of being de- 
tected. Naturally, Russia's influence in North Korea 
worries China, which fears encirclement. All Chi- 
na's other borders (with Burma, Vietnam, India and 
Russia itself) are causes for concern. So China, too, 
woos the North Koreans assiduously. 

Though North Korea has kept out alien troops, 


South Korea has not. Undeniably, the presence of 


40,000 American troops in the South is an obstacle 
to better North-South relations. Eventually, they 
will have to go. But when? For the South Koreans, 
the American forces are an insurance policy. The 
troops are mostly stationed hard up against the 
DMZ, near Panmunjom. A North Korean invading 
force would have little chance but to engage them, 
bringing America into the war. 

For the Americans, too, the arrangement has 
advantages. The soldiers and their hardware are de- 
ployed in a strategically important location, at a 
greatly subsidised cost. (It is estimated that South 
Korea subsidises America's rent-free bases to the 
tune of $1.5 billion a year, more than the $1 billion 
or so that they cost America.) Besides South Korea, 
America's only Asian bases are in Japan and the 
Philippines, which is threatening to raise the rent 
fivefold. South Korea is also the site for the most 
comprehensive war-games America undertakes. 
The annual Team Spirit exercises involve 200,000 
men and last more than a month. 

South Korea's pride will not let it shelter under 
the American umbrella for ever. It galls young 
South Korean recruits (three years of national ser- 
vice is compulsory) to be under foreign command. 
The highest-ranking American soldier in South Ko- 
rea, General Louis Menetrey, is also the commander 
of the Korea-us Combined Forces Command, 
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which encompasses most South Korean units. 

There is talk that an American withdrawal 
might begin as early as 1992. Plenty of people, espe- 
cially younger South Koreans, would like it to be 
sooner. America's support for authoritarian presi- 
dent after president does not please those who have 
braved the riot police in the name of democracy, 
and have no memories of when.America stood by 
South Korea's side during the Korean war. 

During the next five to ten years South Korea 
will take defence and foreign policy more into its 
own hands. Mr Roh says he wants South Korea to 
be militarily self-sufficient by the mid-1990s. That 
will mean buying a lot more equipment and, in par- 
ticular, taking control of battlefield communica- 
tions away from the Americans. One well qualified 
observer thinks that America has deliberately kept 
the South Korean army in a state of technological 
inexperience in order to prolong its stay. 

More important for its own security, South Ko- 
rea is forging better links with the countries which 
prop up its enemy. Its biggest advantage is simply 
that it is a more attractive business partner. North 
Korea has nothing much to offer but coal, iron and 
concrete, none of which its trading partners lack. 
Barren South Korea is a consumer of raw materials. 
It has cheap manufactured goods to sell and, these 
days, technology to transfer. Direct trade between 
South Korea and communist countries is prohib- 
ited, but indirect trade, through Hongkong or Ja- 
pan, is booming. There is good reason to expect 
that direct trade will open up too. 

Hungary and Poland already have trade mis- 
sions in Seoul: Yugoslavia and East Germany will 
open theirs by the end of this year. South Korea 
does $300m-worth of trade a year with Eastern Eu- 
rope, and could do a lot more. The big prize would 
be China. Trade between the two countries is esti- 
mated at $2 billion-3 billion a year already, mostly 
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via Hongkong. However, Chinese ships are said to 
have docked at Inchon surreptitiously to take on 
board containers labelled “Shanghai”. One of Mr 
Roh's close advisers has in the past year twice visited 
China unofficially. 

Rumours fly about that China may open a trade 
mission in Seoul after the Olympic games. That, 
however, will depend in part on the reaction of 
North Korea. Much though China wants South Ko- 
rean technology and machinery (which is cheaper 
than Japan’s), it has to guard its flank. Mr Li Peng, 
China’s new prime minister, has plans for an early 
trip to Pyongyang, and talk earlier this year of a visit 
by Mr Roh to Beijing met with Chinese silence. 

The surest sign that South Korea is succeeding 
in its quest for better relations with its adversary's 
friends is that both China and Russia are attending 
the Olympic games. They open on September 17th 
in Seoul, and flags and scoreboards counting down 
the days are visible everywhere. Neither giant has 





displayed much solidarity with North Korea's quest 
to be co-host to the games, or much support for 
their supposed ally's boycott of them. 

Both Russia and China are probably fed up 
with the North: Mr Kim Il Sung's violent, pre- 
berestroikan economy which, after Israel, has the 
highest ratio of soldiers to civilians in the world, is 
no advertisement for the communist way of life. Mr 
Ha Yon Chol, who teaches politics at Seoul Na- 
tional University, notes that North Korea does not 
merit a mention in the foreign-policy chapter of Mr 
Mikhail Gorbachev's new bestseller. Russian and 
Chinese athletes and academics have taken to visit- 
ing South Korea, though only for multinational 
events or symposia. Earlier this year a Russian mili- 
tary attaché turned up at a South Korean embassy 
reception in Tokyo. Since security is the precon- 
dition for democratic reform at home, those who 
want democracy would do well to give the visiting 
communists a warm welcome in September. 





Plures ex uno 


N APRIL 26th, the electorate threw South Ko- 

rean politics into considerable confusion. It 
denied, for the first time, in'the Republic's peace- 
time history, the ruling party an overall majority of 
the National Assembly's seats. Since the new con- 
stitution has clipped the presidents power and en- 
hanced that of the assembly, the result is a wholly 
new challenge to monolithic government. This de- 
serves a welcome, for South Korea has always been 
short on pluralism. In place of a tradition of democ- 
racy, there has been a tradition of rule by strong- 
men. The political opposition has always been fac- 
tional, without any unity of ideology or purpose. 
Splitting its votes in election after election, it has 
consistently allowed the authoritarians to retain 
power. 

The latest election has not changed the fac- 
tional nature of politics. The four main parties all 
derive the great bulk of their support from their 
leaders’ home provinces. But the quirks of the elec- 
toral system have given to Mr Kim Jong Pil, who 
leads the smallest of them, the balance of power be- 
tween the government and the main opposition 
parties. A former prime minister, he will not allow 
Mr Roh's government to fall apart, even though the 
previous government, of which Mr Roh was a prom- 


inent member, once threw him into jail and confis- 
cated his property. But at the moment he stands 
ready to push for reform should Mr Roh continue 
to prove dilatory. 

South Korea has had only three presidents be- 
fore Mr Roh, not counting two short-lived stopgaps. 
Denied a proper opposition, they extended their au- 
thority to cover most aspects of life. South Koreans 
live under many restrictions. They may not print 
and distribute a newspaper at will: nor do they yet 
dare to say what they think in the existing newspa- 
pers. They may not, on pain of imprisonment, read 
or circulaté material which paints a favourable pic- 
ture of North Korea: a “pro-Pyongyang youth ring” 
was rounded up in March. 

Despite an amnesty to celebrate Mr Roh's in- 
auguration in February, between 500 and 2,000 po- 
litical prisoners still languish in South Korea’s jails. 
People are not free to travel abroad unless they are 
over 40 years old. Students may hold demonstra- 
tions on campus, as long as the gatherings do not 
get too big. Should they venture beyond the gates, 
they will be driven back by armoured riot police fir- 
ing rounds of a particularly nasty tear gas. 

It is Mr Roh's task, prodded, as he will be, by 
the opposition, to reverse centuries of bossiness. He 








has repeatedly: promised reform. But his back- 
ground does not inspire confidence in everyone. He 
fought in Vietnam, became a four-star general, 
played a key role in the coup in 1979 that installed 
his predecessor Mr Chun and acted as Mr Chun’s 
right hand for the next eight years. Since Mr Roh 
took over, South Korea’s press—with official 
acquiescence—has started to describe those years as 
a corrupt dictatorship. Few discuss the present pres- 
ident’s part in them, but it is noted that he was the 
man running the powerful Defence Security Com- 
mand in 1980, when army and police killed 200 or 
more demonstrators in south-western Kwangju. 

The middle class still seems prepared to give Mr 
Roh a chance. Demonstrations against his allegedly 
fraudulent victory last December failed to gather 
support, unlike the demonstrations in June which 
succeeded in overturning Mr Chun's decision to 
have his successor chosen without benefit of a direct 
ballot. Mr Roh was the man who talked the uncom- 
promising Mr Chun around. He also secured the 
release of political prisoners, including Mr Kim Dae 
Jung, the feistiest of the opposition's leaders. 

Mr Roh has made a good first impression. He 
refuses to be called “Your Excellency”, has dis- 
pensed with the throne favoured by Mr Chun at 
cabinet meetings, has cut down on his own security, 
and has opened up the road outside his residence, 
the Blue House (though only to pedestrians, who 
must stick to the far side). Mr Chun's presidency 
was disliked as much because of his lecturing, un- 
smiling demeanour as because of specific acts of 
authoritarianism. Mr Roh smiles broadly at every- 
one, and declares that men were given two ears and 
one mouth so that they could listen twice as much as 
they speak. The national press echoes his favourite 
theme: that he is an ordinary man in a new era of 
ordinary men. 


Fewer go bump in the night 

In many little ways South Korea is becoming a more 
liberal place. The press writes more freely than it 
did, but it is still short on opinionated criticism of 
the present administration. References to impris- 
oned dissidents such as the much-tortured Mr Kim 
Kun Tae tend to get edited out. The press is, how- 
ever, having a field-day with the previous adminis- 
tration: every day brings another allegation about 
the misdeeds of Mr Chun's younger brother, Mr 
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Chun Kyung Hwan, who ran South Korea's rural- 
development agency and is accused of milking it of 
millions of dollars during most of his brother's pres- 
idency. Even the ex-president and his strong-willed 
and well-connected wife, who was linked to a bank- 
ing scandal while her husband was in office, are 
coming under attack. 

Books circulate more freely too. Students at 
Seoul National University say they can get hold of 
pirated editions of Marx. A course on Hegel and 
Marx is on offer to graduates. Video recordings and 
grisly picture-books of the Kwangju massacre circu- 
late, as does "people's art" depicting riot police 
beating up civilians. But they circulate under- 
ground. Photo-journalists are still required to sub- 
mit copies of their work to the Ministry of Informa- 
tion and Culture before it can leave the country; but 
the rule is not vigorously enforced. Books once had 
to be submitted to the ministry before publication; 
that rule has gone. 

Even South Korea's vast internal security estab- 
lishment seems to be lying low, though it is always 
hard to know what the Agency for National Secu- 
rity Planning (ANsP, the new acronym for the Ko- 
rean CIA), is up to, or even how big it is. Everyone 
operates on the assumption that his telephone is 
tapped, though South Koreans no longer worry 
about being taken away in the night. Quite how 
much control Mr Roh has over the agency or over 
the ultra-hardline Defence Security Command is 
unclear. A police force of 120,000 needs watching 
too. Buses full of Darth Vader look-alikes are 
intimidatingly present on too many street corners. 
An end to the police state is promised, but cynicism 
greeted the recent decision to give a suspended sen- 
tence to a police chief whose men had drowned a 
student while they were interrogating him last year. 

Mr Roh has moved fast to assert his authority, 
though it is still not clear what he will do with it. At 
first there were suspicions that Mr Chun would be 
the power behind the throne. Shortly before step- 
ping down, Mr Chun reshuffled the top command 
of the army, supposedly without consulting Mr 
Roh. But Mr Roh has secured the resignation of Mr 
Chun from his job as chairman of an advisory 
Council of Elder Statesmen. The April election de- 
feat has given him the opportunity to shake up the 
cabinet and the party hierarchy. Some of Mr 
Chun's closest supporters, including a brother-in- 
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law, were struck from the list of ruling-party candi- 
dates for the parliamentary election, and other top 
officials, such as the governor of the Bank of Korea, 
have been replaced. But Mr Roh's appointment ofa 
former general associated with the Kwangju sup- 
pression as. new secretary-general of the Democratic 
Justice party, and his failure to purge his cabinet of 
ministers from the Chun days, are the wrong kind 
of signals to be sending:to a suspicious electorate. 


Taming the vortex 


Mr Roh's promises of an end to authoritarianism 
will best be served by the institution of checks on 
his authority. The. divided National Assembly is 
plainly one such check, though it remains to be seen 
how effective it will be. The-new constitution has in 
theory weakened the executive and strengthened 
the legislative arm of government. The president 
has lost his right to assume emergency powers, and 
to dissolve parliament. He is limited to a single five- 
year term. But Mr Roh is president not only of the 
country but also of the Democratic Justice party 
(Dje), which is still the largest single party, with 42% 
of the seats in the new assembly, and the hope of the 
support of Mr Kim Jong Pil's party, with 1296. 

The judiciary is not much of a check. Mr Hyun 
Hong Choo, the legislation minister admits that he 
cannot think of a case where the courts have struck 
down a law or an executive order. Mr Hyun has 
been instructed to set about "'institutionalising de- 
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proval was limited and the middle classes, 
ticular, are watching for any sign that he is brea! 


lready. heen bent; In Decembe 3 
to institute elections for local-govern- 
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are unlikely to have much power over finance. May- 
















;ers and provincial governors will still be picked by 


central government. 

Freedom of the press was another important 
promise, and another check on authority. Some 20 
newspapers and scores of periodicals have applied 
for permission to publish, though the government 
does not have a convincing explanation for why 
they need permission at all. They will get it, eventu- 
ally. But a ludicrous law now demands that any new 
paper must own large presses—a palpable attempt 
to block independent, radical opinion. 

Using this law and taking advantage of the iner- 
tia of the country's bureaucracy, the government 
delayed giving licences to any of the new dailies un- 
til the day before the legislative election. Several, in- 
cluding the Hangyore Shinmun, wanted to go be- 
fore then. The Hangyore Shinmun is staffed by 
many journalists sacked by Mr Chun: they are no 
friends of the government cause. 

The government also talks of allowing privately 
run radio stations, but there is no chance of any 
independent television stations. Control of televi- 
sion is potent. On the Sunday evening before the 
presidential election, the government showed the 
film “The Killing Fields” as a crude reminder of 
what instability is like—an old Marcos trick. 

One area where the laws have been eased is in 
labour relations. Until June 29th last year South Ko- 
rean trade unions were docile. Some 2,600 of them 
seldom managed more than 100 strikes a year: they, 
and especially their national federation, were gov- 
ernment puppets. In the three months following Mr 
Roh's speech, there were 3,300 strikes, and 1,400 
new unions were formed. All unions are now push- 
ing hard for more pay. Less than 10% of the 
workforce is unionised and the unions are badly 
organised, but. they are the most potent counter- 
weight to the president’s authority. That is a role 
that the political opposition must now assume. 


We three Kims 


By refusing to field just one candidate in last Decem- 
ber’s presidential election, Mr Kim Young.Sam 
(who got 2796 of the vote), Mr Kim Dae Jung (2696) 
and Mr.Kim Jong Pil (8%) allowed Mr Roh to sneak 
ith only 3696. The first two Kims tried-to 
their parties. in time for the parliamentary 
n last month, but failed. Almost. everyone 
edicted that this would. mean electoral disaster. 
t in the event, the remarkably strong showing of 

m Jong Pil (who picked up 1596 of the votes) 
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Lucky Goldstar is a group of 26 
Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 2496, 
with sales reaching the U$15 billion mark 
in 1987. 

‘Today, Lucky-Goldstar products and 
services ranging ftom engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea's largest private 
research institutes, investing 4.5% of sales 
into R&D each year. 

But these accomplishments aren't ours 
alone. 

Successful partnerships with such com- 
panies as AT&T, Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 
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and the strongly regional nature of the voting has 
given the three opposition parties a rather flukey 
174 seats out of 299. What they do with their 
strength is now the most interesting question in Ko- 
rean politics. a 
. Mr Kim Jong Pil is the key to the puzzle: he has 

become, in a way, the second most powerful man in 
South Korea. But he describes the prospect of a for- 
mal alliance with the pyr, as “totally unthinkable”. 
Though his party won only 35 seats, that is enough 
to allow him to act asa power broker between the 
two Kims and the pyr. This is a much more attrac- 
tive prospect for him than formally collaborating 
with a far from popálar government. He speaks of 
"co-operating" with [he opposition to prevent a re- 
lapse into authoritarianism. He also wants to see 
more open government, and is prepared to help leg- 
islate for it if needs be. Mr Roh has a presidential 
veto, but he will not care to be seen as the man who 
says "no" (which is how his name is pronounced). 
Mr Kim will also be pushing for more investigations 
into. government corruption. Rede aD uH 

On the other hand, Mr Kim will not allow 
chaos. As befits a man who was prime minister un- 
der the dictatorial president Park Chung Hee, he 
will also use his party's seats to prevent such undig- 
nified scenes as a deadlock over the budget or the 
sort of legislative paralysis which observers of the 
fiery. rhetoric and public posturing of both Mr Kim 
Dae Jung and Mr Kim Young Sam now fear. Quite 
how Mr Kim Jong Pil will vote is still unclear. 

There is some hope that all parties will be able 
to-find plenty to agree on. The new constitution, a 
model of liberalism, was a jointly agreed document. 
Mr Kim Dae Jung and Mr Kim Young Sam are not 
divided by deep doctrinal disagreements: There is 
little policy difference between any of South Korea's 
parties, and in both elections policies were hardly 
discussed, unless the making of wild promises to ev- 
eryone counts. T 

True, Mr Kim Dae Jung is generally considered 
to be the Social Democrat, drawing his support 
from labour, while the middle-class Protestant Mr 
Kim Young Sam might be thought of as the Chris- 
tian Democrat. But the rock-solid support of each 
candidate in his home region, with Mr Kim Dae 
Jung invincible in south-western Kwangju and sur- 
rounding Cholla and Mr Kim Young Sam in south- 








ing province of South Kyongsang, indicates the 
favourite son syndrome is the more important fac- 
tor, Other than in Seoul, no candidate scored 
highly away from home. In Seoul the result was 
thoroughly mixed. Though Mr Kim Dae Jung won 
most seats (17 out of 42); the voting was very close. 

Some prophets-of doom think that this heralds 
ever-deepening regional conflict —in the words of 
Mr Kim Dae Jung, an East-West split to add to the 
North-South one. There is a degree of truth in this. 
Since the war, all of South Korea’s leaders have 
been from Kyongsang, and Mr Roh, who hails from 
Taegu, North Kyongsang’s capital, is no exception. 
The enmity between Cholla and Kyongsang is an- 
cient: they were once warring kingdoms. before 
Shilla—modern Kyongsang—won out. l 

But above all, South Korean politics is based on 
personality: Mr Kim Dae Jung's Party for Peace and 
Democracy did not even exist until November, 
when he split away from the Reunification Demo- 
cratic party which he and Mr Kim Young Sam 
jointly led. There was no dispute other than the cru- 
cial one of who should be the presidential nominee. 
Negotiations to reunite the parties for the par- 
liamentary election foundered on just the same lead- 
ership question. Both Kims have long and colourful 
histories of dissent: Mr Kim Young Sam is a veteran 
opposition parliamentarian and hunger-striker. Mr 
Kim Dae Jung narrowly lost a presidential election 
in 1971, and has in his time been exiled, imprisoned 
and sentenced to death. Their goals, at least in 
terms of new laws, are not incompatible. © 

In the past the opposition, denied even the 
shadow of power, could do little but be obstreper- 
ous. Now, all three Kims have a chance to appear as 
statesmen. Now all have their eyes on the presiden- 
tial. election of 1992, from which Mr Roh is con- 
stitutionally debarred. eoe 

-. After the last election, Mr Kim Dae Jung imme- 

diately promised an end to confrontational politics. 
He vows to co-operate both with the other opposi- 
tion parties and with the government in order to 
ensure both reform and stability. Everyone agrees 
that stability is necessary for continuing economic 
progress: and their economy, oné of the world’s fast- 
est-growing, is something about which South Kore- 
ans are particularly proud. : 





| 





A man-made miracle 


HE economic achievements of South Korea are 


often called miraculous. Mr Shin Se Ho, the: 


vice-president of the Korea Education Development 
Institute, objects to that description. South Korea, 
he says, has built itself on hard study and hard work. 
More than 9096 of its children are educated up to 
the age of 18, and more than one-third of them go 
on to university. Volumes of poetry sell in the hun- 


dreds of thousands: Sartre's "Being and Nothing- 


ness" appears in the bestseller section of one aca- 
demic bookshop. The standard South Korean 


working week is meant to be 48 hours, but the aver- 
age is 54. At nearly 2,500 hours a year, South Kore-. 


ans work 2596 more than the industrious Japanese 





and nearly half as long again as Americans. 


Industrialisation began with President Park 
Chung Hee, who ran the country from his coup in 
1961 to his assassination over dinner in 1979. Park's 
policies, which were followed, with liberalisations, 
by Mr Chun, recognised that South Korea was too 
poor to rely on domestic demand to get the econ- 
omy moving, and that it needed foreign exchange to 
buy its food, oil and capital goods. In a terrific gam- 


` ble with other people's money, the government bor- 


rowed heavily and invested the proceeds in export 
industries and the infrastructure to support them. 
South Korea was exporting colour television sets to 


America before its own television stations were 





tern Pusan and, to a lesser extent, the surround- © 





The economy is an 
elaborate house of 
cards whose 
foundations are 
becoming firmer 










from America: the components and the mady 
- to put those sets together came from Japan. Import 
barriers protected the fledgling enterprises. 

The bulk of the investment went into heavy in- 
dustry: steel, shipbuilding, petrochemicals, cars. 
.. These are all businesses with: big. economies of scale. 
So concentration on them encouraged the growth 
of vast companies like rosco, Samsung, Hyundai, 
Daewoo and Lucky-Goldstar. They started out do- 
ing contract work for others: but the West is start- 
ing to see their names on billboards. Goldstar, the 
electronics group within the Lucky-Goldstar group, 
makes nearly half its sales under its own name. 
Hyundai cars, which are about the only cars Ameri- 
cans can buy for even less than Japanese ones, are 
selling everywhere. 

POSCO is perhaps South Korea's most striking 
success. À 20-year-old stripling in a:greying indus- 
try, almost the only big steel company in the world 
to make big profits. As Nippon Steel reluctantly ad- 
mits, it is also the world's most efficient, combining 
imported technology with dirt-cheap manufactur- 
ing costs. POSCO exports only 25976.of its produc- 


tion. The rest goes to assist South Korean indus . 


try—which buys Posco's cold-rolled steel for $320.a 
tonne, the cheapest price to be had anywhere in the 
world. Yet when the idea of POSCO was mooted in 
the mid-1960s, the: World Bank refused to lend it 
money. Heavy industry, the World Bank thought 
was the last thing South Korea needed. 


An overhelping hand? 


A Cassandra might see the World Bank's point 
even 20 years on. Unlike Taiwan’s economy, $ 

Korea's depends on the successes of a few large earn- 
ers. The five largest conglomerates account for 2296 
of all manufacturing sales, the top ten for about one- 


third. In the case of Taiwan, the ten largest compa-.. 


nies generate only 4% of sales. The big South Ko- 
rean companies are heavily dependent on exports: 
Samsung makes half of its sales abroad; Goldstar 
60% (60% of which are in America); Hyundai Mo- 
tor 60% as well. They, and so the economy, are pe- 
culiarly vulnerable: to shifts in exchange rates, 
downturns in demand, or swings in protectionist 
sentiment. 

As a whole, South Korea is disproportionately 
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dependent on the American’ market, which takes 
close to 40% of its exports. Last year exports: were 
equivalent to 40% of its GNP,.a far higher propor- 
tion than Japan’ s, America’s or almost: any Euro- 
pean country’s. As a diplomatic hedge, South Ko- 
rean companies aré investing abroad, but the 
‘amount is still tiny—$1 billion in the past 20 years. 

South Korean companies tend to be heavily in- 
debted, having raised most of the money they need 
through bank loans. The big groups are family busi- 
nesses, and the old family patriarchs overestimate 
the equity stake they need to keep control of their 
any subsidiaries. The government is encouraging 
them to think again about this. Debt-equity ratios 
run at five or six to one, which would scare even the 
debt-defying Hongkong Chinese. 

_As.a result of ill-timed government-encouraged 
loans to such businesses as shipbuilding and petro- 
chemicals, South Korea's commercial banks are in 
such bad shape that allowing competition in could 
send them under. The financial industry remains all 
but closed to foreigners: a couple of managed funds 
apart, no foreign investment in the stock exchange 
is permitted, which saddens those who note that 
Seoul's bourse was about the only one in the world 
to finish 1987 at its high for the year. 

To hold down inflation, a credit squeeze is un- 
det way, and the limits are tightest on foreign banks. 
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tions the optimistic that the capital markets are 
“not going to open overnight". This in turn helps 
to annoy American trade negotiators. America has 
decided to strip South Korea of certain tariff con- 
cessions, and has threatened it with retaliation un- 
der Section 301 of the trade law to force it to open 
up some of its markets for goods and services. 

The legacy of debt remains. South Korea 
achieved a current-account surplus only in 1986, 
when its debt peaked at $46 billion. It is repaying 
what it owes as fast as it can: last year it slashed the 
sum by nearly $9 billion, but it is still Asia’s largest 
debtor. Imports account for about 80% of South 
Korea's energy needs, though an ambitious nuclear 
power programme is steadily reducing the propor- 
tion. During the 1970s rising oil prices put great 
strain on the economy: electricity was rationed and 
neon lighting forbidden. When the OECD countries 
were in recession in the early 1980s, the effect was 
exaggerated in South Korea. The annual. 1296 
growth of the past two years illustrates the point: if 
external conditions are favourable, South Korea 
can do very well. If not, it won't. n4 


Now for the good news o 
The good news is that South Korea is tackling all 
these problems at once; and so creating an economy 
which will be less of a candle in the wind. For this, 
thank a government which is technocratically im- 
pressive. A third of the civil servants in the Eco- 
nomic Planning Board (Eps) have second degrees 
from American universities. Ministries are run by 
people who know what they are about. The trade 
and industry minister used to run POSCO, and the 
EPB minister has run companies too. (The education 
minister is an educator and the defence minister a 
general: would that western cabinet ministers were 
as well-qualified.) This bright government has the 
good sense to interfere less and less in large compa- 
nies’ investment and management policies, though 
it still works hard to promote favoured sectors of 
industry at the expense of others. — — 

South Korea has three trade problems: a $10 
billion-a-year surplus with America (which so far 
this year is rising); a $5 billion-a-year deficit with Ja- 
pan; and an overall surplus of $10 billion a year. It is 
trying to solve them all at once by switching its ex- 


Mr Sakong H, South Kotea's finance minister, cau.. 






ports away from America and towards Japan, an ef- 
fort which is helped by the high yen. But it must also 
increase its imports, except from Japan. (It also has a 
$5 billion surplus with the zec.) So it has set up a $3 
billion annual’ fund to subsidise non-Japanese 
imports. DU 

As Mr Yu Deuk Hwan, who runs the trade part 
of the Ministry of Trade and Industry points out, 
South Korea has been liberalising its import con- 
trols since as early as 1979, long before it was in ex- 
ternal surplus. lt has been doing this first to control 
inflation (which was as high as 46% in 1980) and 
second to reduce the costs of its inputs. Last year 
imports rose by 2896, impressive by any standards 
except those of South Korean exports. 

"Trade officials proudly point out that the “im- 
port liberalisation ratio” —that is, the proportion of 
goods which are not subject to quota testrictions— 
has now reached 95% for manufactures, though ag- 
riculture remains well protected. The average rate of 
tariff is still steep at 20%, but it too is falling. What 
worries the Americans and the Japanese is that the 
relaxations are selective. A bevy of tariffs and taxes 
makes the sales price of a foreign car around twice 
that of a domestically produced vehicle with the 
same factory price. And imports of small cars will 
not be permitted until later this year. Even then, 
Japanese models will be kept out.’ 

Under American pressure; South Korea was 
forced to let the won rise against the dollar by 9% 
last year, and by another 6% in the first four 
months of this year. The World Bank says the won 
should appreciate by another 25% against the dob- 
lar. Coupled with average pay increases of 17% last 
year (another rise of between 30-35% was being de- 
manded in mid-April, though settlements so far are 
averaging only about 15%), that ought to be making 
South Korean goods uncompetitive. But there is 
not much sign of it happening yet except in such 
labour-intensive industries as textiles and footwear. 
As Japan has demonstrated, efficiency drives and 
cotporate restructurings can push break-even 
points down a long way if currencies go up. 

== South Korea's main competitors, Taiwan and 
Japan, have seen their currencies appreciate much 
morethan the won against the dollar in the past two 
years, though so far in 1988 both have fallen slightly 
against it. Exports in the first quarter of this year 





Average 1987: 
1,000 won = $1.22. 
Mid-April 1988: 

1,000 won — $1.35. 








E r before, though one leading 
indicator is showing only a 20% increase. But the 
exchange-rate shifts will feed through eventually, as 
they have done in Japan on the import side at least. 

In a world where bilateral trade balances are; 
alas, deemed important, South Korea needs a sur- 
plus with America to finance its deficit with Japan: 
so that deficit is being cut. About 8096 of imports 
from Japan are of components or machinery. South 
Korea is learning to produce more of these itself. 
Last year Goldstar started making the rotating tape- 
heads which are the most valuable and hard-to-engi- 
neer part of a video recorder. Until then it had to 
import them from Japan. Goldstar already buys lo- 
cally more than 9096 of the components it uses. 

At the same time South Korea is cracking the 
Japanese market in a way which Americans can only 
. dream of. Sales to Japan rose 5596 last year. A good 
chunk of that was in manufactured goods. Japan 
now imports more than half the radios, calculators 
and electric fans it consumes. Japanese companies 
cannot make much of a profit from these low-price 
items. But South Korean companies, whose wages 
are still less than half of Japan's, can. 

South Korean industry is. putting a lot.more 
eggs into a lot more baskets. The big groups known 
as chaebol started out as tailors and general stores. 
They become daily more diverse: Samsung, for ex- 
ample, sells textiles, telecommunications equip- 
ment, fighter aircraft, ships, computers, insurance 
policies and much else. ‘This survey was written ona 
Cheap and serviceable iBM-compatible personal 
computer made by Hyundai, better known for its 
ships, buses and lorries, and passenger cars. The top 
ten chaebol comprise 284 companies between them. 
Their success has aroused envy and concern. Hun- 
dreds of government regulations attempt to prevent 
them from moving into businesses where smaller 
companies might have a chance. Other laws regu- 
late the cross-holdings which make them into unac- 
countable monoliths: 

lt looks as though the measures might be work- 
ing. The share of value added in manufacturing by 
small and medium-sized firms has risen from 28% in 
1980 to almost 40% now. Such companies are pro- 
moted in many ways. Banks are required to extend 
35% of their loans to them. A Small and Medium 
Industries Promotion Council has $120m a year to 
lend on highly concessional terms; it also runs a suc- 
cessful scheme that has offered cut-rate technical 
training to 12,000 of them over the past nine years. 
There are already more than 100 small computer 
software houses in Seoul. South Korea is learning a 
lesson from Taiwan: that small businesses are vital 
to the flexibility of the economy. “No one can pre- 
dict change," says Mr Suh Sang Mok, until inpia 
vice-president of the Korea Development Institute, 
the government's main economic think-tank, “but 
we can say for certain that change will occur." 


Onward and upward 

The chaebol have their. good points. South Korea 
has no alternative but to sell products that are tech- 
nically more complex. It is no longer the cheapest 
maker of textiles or cheap 
sions, and both its labour costs and its currency 


look likely to go on rising in real terms. The credit — | 
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earner. South Korean textile companies are : 

shifting production to the Caribbean and South: 
East Asia. When, earlier this year, the Korea Devel- 
opment. Institute and the Korea Institute for Eco- 









structure of industry in 2010, they foresaw electron- 
ics doubling to 2296 of industrial Vise the 











o of — and steel halving. 

Oh Sang Bong, one of the ihes: says 
Pis dely the large companies have the resources to 
invest in technological development and to break 





"the dependence on Japan which, for example, still 


has South Korean firms paying a $10 licence fee to 
Japan for each video recorder they produce using 
the VHS standard. The large electronics companies 
now find that licence fees make up a bigger share of 
their costs than labour, which accounts for only 
, 1096. Companies and bureaucrats worty, or affect 
to, that the supply of technology may be cut off. As 
South Korea closes the technological gap with Japan 
and America (in some areas, like memory chips, it is 
down to only two years), technology. transfer. be- 
comes harder. The orginators of the technology will 
be too intent on recouping their investment to be 
able to afford to license a rival. 

Fear of a reaction to this "boomerang effect" is 
forcing South Korea to spend much more on tech- 
nology: Besides, a country with advanced technol- 
ogy of its own ought to be able to acquire new tech- 
nologies incrementally, and so at lower cost, than by 
buying them lock, stock and barrel. One researcher 


` Says that Japanese firms sometimes cut their licence 


prices in order to pre-empt a South Korean attempt 
to develop the technology themselves. 

So South Korea is pushing money into R&D as 
fast as it can. It already devotes almost 2% of its GNP 
to R&D. That is nearly four times as much as in 1970 
and compares tó-396 for America arid Japan. The 
Ministry of Science and Technology. has a master 
plan whch involves R&D spending rising to 596 of 
GNP by 2001, at which time South Korea intends to 
be among the world's leaders in high-technology. It 
already turns out 32,000 applied-science graduates a 
year—more, proportionately, than America and 
nearly as many as Japan. Three-quarters of the R&D 



























money is spent by private industry, The rest: is spent 
by 16 government laboratories which wer pin 
the late 1970s in a successful attempt to reverse a 
brain-drain to America by offering American: sala- 
ries to returnees. 

The Korea Advanced Institute of Science and 
Technology i is the elite. scientific establishment. It 
gears itself closely to the demands of industry. It has 
1,250 researchers working on engineering projects 
and’ developing new. materials—everything from 
super ors to new plastics. Most of their 
projects are basic research, paid for.by the govern- 
ment. But about 15% of the institute’s. money 
comes from research contracts for private industry. 

Private industry is doing its bit in other ways, 
too. Some 500 companies have set up their own re- 
search laboratories. Several have located them in 
Taeduk, a science city néar Taejon which is home to 
nine government institutes. In one sense, 

Taeduk has failed: it has not attracted the small 
technological start-ups which clustér around Cam- 
bridge, England, and Cambridge, Massachusetts. 
Nor, incidentally, has it encouraged any joint work 
between companies which are rivals. These 
companies have yet to learn the virtues of cost-shar- 
ing. The only success in this area has been a govern- 
ment-sponsored project in which the three largest 
electronics firms will jointly develop 4-megabit 
memory chips. 

South Korea's strategy, at least for the next 25 
years, is to follow two paces behind Japan. It will be 
a long time before South Korean technology out- 
strips Japan's, and there is no sign that South Korea 
is developing any areas of expertise which Japan or 
America lacks. Samsung, Goldstar and Daewoo are 
turning out the sort of machines that were the staple 
of Japan's consumer electronics industry three or 
four years ago: large-screen colour televisions, radio- 
cassette players, microwave ovens, VCRs, hand-held 
video cameras. The problem with making: these 
hand-me-downs is that while turnover in the busi- 
nesses is huge, profitability is modest— which is why 





Division of the spoils 


accounts “of South . Korea’s early 


1 LE industrialisation make no bones about it: the 
dash for growth and exports produced unpleasant 
side-effects. | 


vernment resources were concen- 


^. tratéd on a small number of industries, which hap- 
, pened to be the kind that produced the worst pollu- 


tion. The industries themselves were concentrated 
in certain areas—especially the Seoul-Pusan 
corridor—which led to economic development be- 
ing spread unevenly around a country in which re- 
gional divisions are never far from the surface. 

So much money was ploughed into economic 
devüopment that there was precious little left for 
anything else, especially after the military and "gen- 
eral administration” had taken its 40% share of the the 
national budget. More generous governthent spend- 
ing on “inessentials” would have meant higher or 
more rigorously enforced taxation, and so higher 
costs for products which were trying to break into 
world markets. Making tompanies pay more for 
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Just as Japan stays s bectinable by 
continuously upscaling, so South 
Korea should be able to, if its man- 
agement stays nimble enough and: 
the won does not soar. South Korea 
is now the cheapest place to buy a 
small car, steel, a VCR or to order a 
factory from. Though there are 
Other NICs on the way, they will not 
be a threat this century. No future 
rival has the pool of skilled. man- 
power South Korea now possesses. 
Most encouraging of all, South 
Korea is reaching the stage where 
growth will become self-sustaining, 
just as Japan's boom is now based on 


mand. Last year increased domestic i 
aad al gest Ge Ge ee 
my's total growth. rose by 896 last 


Consumption 

year, and Mr Ro Sung Tae of the Korea Develop- 
ment Institute thinks it will go on rising às people 
start spending their larger salaries and stop saving a 
third of what they earn. Even a 30% pay. increase 
this year would not be a disaster. Because labour 
costs now form such a small part of total costs, such 
an increase would add only 3-596 to factory prices. 
The government could compensate for that by shift- 
ing the exchange rate, if it needed to. 

The return would be an economy which was less 
at the whim of the American trade deficit, 
though that might seem. There is lots of work to do 
at home: housing must be improved and roads must 
be built. Preparing for the Olympics and 1986's 
Asian’ games are calculated to have generated 
400,000 new uu of just the right domestic-de- 
pense dei sort. An educated, and 
-wealthier population of 42m packed into a 
comer the see od Festhalle aceti to be 
exploited. 





anti-pollution measures, or for their workers’ wel- 
fare, would have had the same effect. In the 1960s 
and especially the 1970s; GNP was the Great: Na- 

In many ways it still is. In the subway station at 
City Hall in Seoul, the electronic’ scoreboard ‘dis- 
playing the countries which are coming to the 
Olympic games lists their capitals, flags and incomes 
per head. But more and more South Koreans are 
concerned about the costs of statistical success. 
Pushing money into heavy industry has meant that 
housing, welfare, environmental protection and the 
care of the old have been neglected. Social develop- 
ment has been the casualty of economic 
development. 

Many would argue that social development is a 
luxury that South Korea can afford to support only 
modestly. Mr Roh would like to apply for member- 
ship of the o&cD before he steps down in 1993. 
Even then, South Korea would be one of the poor- 













» Mr Suh Sang Mok. acknowledges that South 
Korea: suffers from growing. pains:. labour unrest; 
pollution, traffic jams, the lot. But he thinks that 
the next 150r 20 years are vital for the development 
of the country. By 2010 South Korea will have lost 
some of its advantages. A proportionately shrinking 
pool of eager young workers will have to support.an 


increasing burden of retired ones. Wages will have- 


risen, perhaps to. near-European levels. In dollar 
terms, average wages have been rising faster in 
South Korea than anywhere in the world. Over the 
past few years they have risen at nearly twice the rate 
of increase of GNP per head, and faster than pro- 
ductivity too. Other countries— Thailand, Indone- 
sia, China maybe—will be strong competitors in the 
simpler forms of manufacturing. South Korea will 
be competing head on with Japan in more ad- 
vanced, more technological manufacturing. So, un- 
til 2010 South Korea ought to grow as fast as it can. 

That is what it is doing. The sixth national eco- 
nomic plan projects annual growth of 896; for the 
past two years, the actual growth rate has exceeded 
1296. The strains are showing. Some 300 cars a day 
are being added to. Seoul's already stifling trafic 
jams. One of the world’s more chaotic traffic sys- 
tems simply cannot cope with them. The terrifying 
behaviour of bus drivers does not help. Their com- 
panies order them to keep to.schedules which can 
be achieved only by.racing..A taxi ride, when a taxi 


can be found, is an aging experience. Flights in and 


out of the country are jam-packed, as is the gleaming 
new wing of Kimpo airport. Though the Han river, 
which runs through Seoul, has been cleaned up for 
the Olympic games and steps have been taken to. 
reduce.the amount of sulphur in the air, Seoul's sul- 
phur-dioxide concentrations are four times as high 
as Tokyo's. The polluted sea around the industrial 
port of Pusan is worrying Olympic organisers who 
are planning to hold the yachting events there... 
. The human cost of development has been high 
too. Rural poverty was the problem of the 1960s 
and 1970s, but the drift of people to the towns and a 
successful ruraldevelopment programme have 
greatly narrowed the gap between farm and city in- 
comes. Urban poverty is now much more of a prob- 
lem. Three-quartets of South Koreans live in the cit- 
ies: Seoul and its suburbs has become home to 15m 
people. If you have a horse, the old Korean proverb 
goes, send it to Cheju; if you have a son send him to 
Seoul. Rental housing for low-paid workers. is in 
critically short supply. Innercity vio is rising: 
robberies at knife-point and. burglaries are a‘ dis- 
agreeable new feature of life in the capital. a 
Inevitably, South. Korea's prosperity has. been 
built, in a way that Victorian England's Mayhew 
would recognise, on-human suffering. Safety stan- 


dards are skimped: this April, 22. out of 28 women . 


died in a fire in the factory which also functioned as 


their. dormitory. These women lived and worked: 


their 11-hour days in a space of only 35 square me- 
tres. For. a month in which they. got two days off, 
- they were paid as little as 180,000 won. Industrial 
fatalities run at three times the level they do. in 


America. Three in every 100 workers can expect to 


be injured each year. 






















A minimum wage is supposed to be on the 
books, but it has not yet come into effect because 
government business cannot agree on quite 
how low it should be: it will probably turn out to be 
about 110,000 won a month, which is. not enough 
to live on, especially in Seoul where rents are soar- 
ing. It will cover only manufacturing, and only busi- 
nesses with more than ten people anyway. Many of 
the sweatiest sweatshops would escape. its. net. 
Women, who.on the average are paid less.than half 
as much as men, suffer most. Many become prosti- 
tutes, working the back-streets of Itaewon, the plea- 
ure-district that: grown up around. the main 
American military base in the.capital. Tens of thou- 
sands of others end up in Seoul’s "lewd. barber- 
shops", where a lunch-time “haircut” costs 10,000 
won, including all the trimmings. 
Developing a social conscience 
A change of priorities is on the way. The minimum- 


wage bill is one sign. of it. Another is a national pen- 
sion plan, which was introduced at the beginning of 


this year, though the first workers to be provided. | 


for will be those who retire 20 years from now. A 


-state-subsidised health-insurance scheme already 


covers more than 60% of the population: by 1989, 
everyone will be eligible. Medical care is available 
free to those registered as poor enough—about 11% 
of the population. Local governments have started 
building the first subsidised housing. There is no 
unemployment benefit as such, but the destitute get 
government handouts: 6.896 of the population are 


eligible for “life assistance"—which means that they | 


get help with their rent and food. An‘equal-oppor- 
tunities: law has been passed, though, like Japan's ` 
version, it is short on teeth. ab 

- There are limits to how far the welfare state will 
develop. Interfering though it may be, the South 
Korean government is fiscally limited. With a tax- 
take of only 18% of GNr, it has always stressed self- 
help. Social-welfare spending accounts for 4.496 of 
its budget. Care of the elderly is left to their families. 


The exception to the state's neglect of social devel- 


opment is education: about 2096 of the budget is 


spentonit; ^  . e. Cae es NT ee 
. ©» Ne sooner is one social problem solved than an- 


other emerges. Grinding Dickensian poverty— "ab- 


< solute poverty", as government officials term it—is 









| Süleyman the Magnificent (1494 - 1566) 
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^ Sultan Süleyman © bis monogram“ : and as. the "Lawgiver" to bis subjects. 
Computer image by E. Senan Being victorious on three continents, be ruled 
tbe Ottoman Empire with great strength and 
brilliance. The country lived through its golden 
| age during bis 46-year reign. 


Ask any historian... 
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Time for reflection 


one problem which is being resolved by progress 
and welfare. But in its place a more intractable prob- 
lem pops up: “relative poverty”. 

South Koreans have an unrivalled love of equal- 
ity. Egalitarianism has become a fine art. South Ko- 
rea is the only capitalist country in-the world where 
private yachts and. private tutors are illegal. Mr 
Roh's government, bucking an international trend, 
is contemplating reforms which will make taxation, 
especially that of capital gains, more progressive. In- 
come tax is already levied in 16 different bands, and 
less than half the workforce pays it. The top rate is 
5596, with local taxes on top of that. 

Equality, not just of opportunity but of out- 
come, is on everyone's lips. At the Korea Develop- 


' ment Institute the support staff put up posters de- 


manding not just more pay, but more relative to 
that of the senior researchers. All chis seemingly 
runs counter to Confucianism, which preaches the 
maintenance of orders and distinctions. Mr Lim Ky 
Sop, who teaches sociology at Korea University, 
holds the war responsible. It shattered the fixed or- 
der and raised the expectations of everyone. Now, 
the display of riches invites resentment. Here is the 
Korea Times on the subject of imports: 
A fundamental problem with the import of deluxe items 
at exorbitant cost is their luring of indiscreet and 
wealthy people to flaunt their ability to pay extravagant 
sums for luxuries, a practice which only causes dishar- 
mony between the different income brackets. 
By one measure, South Korea is already one of the 
world's more equal societies. The Gini coefficient, 
which measures how far an economy's income dis- 
tribution departs from perfect equality, shows 
South Korea to be far less unequal than any devel- 
oping country, and only slightly more so than 
America or Britain. This is because there are few 
extremely rich people, and no land-owning class 
(comprehensive land reform was enacted in 1949). 
But South Korea still suffers from another legacy of 
Confucianism: its stress on the virtues of scholar- 
ship. To be a graduate—no matter of what—counts 
for far more than it should. Without a degree, a 
South Korean is condemned to be a production 


worker for life. 

The white-collar jobs that carry the chance of 
promotion are simply not open to non-graduates. 
Office workers are paid almost three times as much 
as production workers, though the gap has nar- 
rowed a little since last year's labour protests. More 
serious is the perception that university graduates 
are unduly favoured by employers. On average, a 
university graduate is paid more than twice as much 
as à student who completed only high school, and 
three times as much as one who left school at 16. 

Hence the intense competition for university 
places. This year almost four times as many hopefuls 
will apply as will be selected. Until it was recently 
banned by “measures for the extermination of over- 
heated private tutoring”, parents were paying exor- 
bitant fees to tutors who might give their offspring 
an edge. Bribery of university examiners was com- 
monplace. It led to the institution of a strictly multi- 
ple-choice entrance examination. Since such exami- 
nations test nothing but memorising ability, only 
facts are taught. 

There seems little chance that this will change. 
There are already felt to be too many university 
places. Graduate unemployment is a problem. The 
big companies and government all recruit directly 
from the universities. In the 1970s well over 60% of 
university students could expect to have a job lined 
up by graduation or within six months of it: now 
only 40% can. The unemployment rate of gradu- 
ates, at 7%, is almost twice that of the national aver- 


As a result, pay differentials are declining. They 
would decline further if the government allowed 
market forces to turn out even more graduates. The 
government seems to concede the point: last year it 
increased the number of university places by 10%, 
and it is pushing more of its graduates away from 
the liberal arts into natural sciences. South Korea's 
income distribution gets fairer every year. 

For a country that is still nearly as poor as Ar- 
gentina or Mexico even to be thinking of making all 
these changes is remarkable. But the emergence of 
South Korea as the world’s second largest ship- 
builder or third-fastest developer of 
memory chips is remarkable, as is its 
emergence as Asia’s newest democ- 
racy. Observing South Korea gives 
one the feeling of watching a 
speeded-up film. Visitors returning 
after an absence of a few years can 
hardly believe their eyes. 

When the world’s eyes turn to 
Seoul in September, they will see a 
developing country which has 
achieved a level of equity, education 
and material progress at a pace that 
is all too rare elsewhere in the world. 
If political reform continues bit by 
bit, as with a fair wind it may; if the 
outside world is kind to its econ- 
omy; and if South Koreans keep a 
sense of proportion about their 
country's achievements, then the re- 
sult will be a nation that can stride 
with confidence into a future of its 
own making. 
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In Korea, the word Hyatt 
can mean three different things. 


In Seoul, Hyatt means one of the together with international standards 
most elegant hotels in the capital city. of style and service. It means a variety 

Hyatt Regency Pusan, however, of first-class restaurants, superb health 
means the luxury and the efficiency of a and leisure facilities, efficient Business 
business resort. Centres and our acclaimed Regency 


And in Cheju, Hyatt’s synonymous 7) 5): Club accommodations. 


with an island paradise. Hyatt hotels, throughout Korea 
So, wherever you are in Hy | | and the world. Luxury 

Korea, Hyatt is a name you and excellence, no matter 

can count on for the best locations TOUCH which way you say it. 
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THE KEY TO THE BEST 
SOLUTIONS 


Swiss Life Insurance 
International Department 
PO. Box, CH-8022 Zurich 
Phone (01) 206 37 97 
Telex 815620 


Integration: 
seeing 


the whole 
management 


picture. 


_ Traditional management systems and man- 
agement education reveal certain limitations. 
Both tend to emphasize the fragmented approach 
- where problems are presumed to fall neatly 
into separate functions or disciplines. 

. Yet practicing managers know that the purely 
inancial, marketing or production problem 
rarely exists. 

-Particularly at the international level, there is 
i growing need for integrated 

solutions, from managers with the 

ibility to see the whole picture. 
And this requires a different mode 
of management thought and 
»ehaviour. 
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Integrated management is a key concept at 
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We are one of the world’s leading manage- 
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Europe. We offer an extensive executive pro- 
gramme and a highly regarded, post experience 
MBA. Supported by 70 international companies, 
we now lead the way on bold new approaches 
to management education, 


IMI-Geneva, 4, chemin de Conches, 
CH-1231 Conches-Geneva, Switzerland. 
Tel. (Intl: 4122) 47 1133. 

Telex: 427 452 imi ch. 

Telefax: (Intl: 4122) 464 439. 
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BRITAIN 


A railway for sale 


HE last of the commanding heights of 

the economy nationalised by the post- 
war Labour government is about to be 
stormed. In Whitehall, Downing Street and 
at British Rail (BR) headquarters, urgent 
work is being done on the privatisation of 
the railways. A commitment to sell them 
looks likely to be part of the Conservative 

anifesto at the next general election. 

It is surprising that BR has taken so long 
to advance up the privatisation queue. Rail 
competes with road, and to some extent 
with air, for passenger and freight transport 
within Britain. BR is not as much of a mo- 
nopoly as were the British Airports Author- 
ity or British Gas when they were sold to the 
public. And Sir Robert Reid, BR's chairman 
since 1983, was appointed to the top job 
only when Mrs Margaret Thatcher knew he 
shared her desire for privatisation. Three 
proposals are being discussed: 

@ Sell the whole network as a going concern. 
This, the preferred option of Sir Robert and 
most of those in BR who favour 
privatisation, is called "BR plc" within rail- 
way headquarters. There is a snag. In 1988- 
89 BR will receive £605m of public money. 
Although subsidies are falling, BR cannot 
maintain its network without them. From 





Let's buy it 
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the current financial year onwards, BR is sup- 
posed to spend its subsidy only on the pro- 
vincial passenger network and Network 
SouthEast (the commuter lines round Lon- 
don). Inter-City travel and freight are meant 
to pay for themselves. 

BR thinks that—with a bit of luck, and 
the kind of prices that London commuters 
may not like—it can get Network SouthEast 
to break even in a few years. It has no such 
hopes for the provincial network. The gov- 
ernment is still nervous of the effect of line 
closures. This week the transport depart- 
ment signalled that it was trying to find pri- 
vate money to save the Settle-to-Carlisle 
line, which runs through beautiful country 
but makes ugly losses. If privatisation is not 
to be associated with line closures, say the 
fans of BR plc, the new company will have to 
continue to receive some government sub- 
sidy. An analogy is drawn with British Aero- 
space, which since privatisation has asked 
for more than £600m in launch aid for the 
Airbus. 

e Split BR into regional companies, with a 
regulatory régime on top. This idea is ex- 
plored in a pamphlet written by Mr Andrew 
Gritten, to be published next month by the 
Centre for Policy Studies, a think-tank with 


a direct line to Downing Street. Unlike the © 


old private railway companies which ran 
lines out of London, the new ones might 
split the country between them. Any sub- 
sidy would go only to specific companies. 
The pamphlet will probably say that 
prospectuses for the regional companies' 
sale should commit the government to phas- 
ing out all subsidy over (say) five years. This 
option is now being worked on in the 
Downing Street policy unit by Mr Greg 
Bourne, who joined the prime minister's 
team from BP after Easter. 

@ Form a “track authority" which would 
take over all BR's track and signalling hard- 
ware. Services would be put out to tender, in 
the hope of encouraging a new industry of 
private railway companies. This proposal 
owes much to the scheme for privatising 
electricity supply, where the national grid is 
to be sold separately from power generation. 
The Centre for Policy Studies dislikes this 
option, put forward by its rival think-tank, 
the Adam Smith Institute. 

The Adam Smithians say a track au- 
thority is the only device through which the 
whole network can remain viable. If the net- 
work were split into regional companies, 
one might go bust. That would cause havoc 
for other companies, whose trains would 
have to run across the bust region's dodgy 
track. Regionalisers respond that the track 
authority would be a public utility with mo- 
nopoly powers, and that regulating it would 
be a nightmare. 

Which scheme will get the nod? Br offi- 
cials have already been lobbying Mr Bourne 
in favour of BR plc, and they have some 
strong cards. Sir Robert is a chum of Mr De- 
nis Thatcher (both are keen golfers). More 
important, ministers find it hard to ignore 
pleas from tough chairmen of nationalised 
industries who argue that, when they have 
successfully turned a company round, it 
should not be broken up on privatisation. 
Gas, the airports and telecoms were all sold 
off as blocks, as will be British Steel. Sir Rob- 
ert will argue that he should be treated no 
less favourably. 

Now that electricity has set the 
precedent of a break-up, however, the tide 
may be turning in favour of separate re- 
gional companies, which have always had 
some supporters on BR's board. The third 
option, of a track authority, may be backed 
by N. M. Rothschild. That merchant bank 
now employs both Mr John Redwood Mr, 
who used to head the policy unit, and Mr 
Oliver Letwin, who worked for Mr Red- 
wood in Downing Street and now sells 
privatisation internationally. The Roth- 
schild's camp will be vehemently opposed to 
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BRITAIN 
BR plc. 
And the Labour party? From it, not a 
- whisper. Vital aspects of transport policy— 
private cash for building roads and railways, 
and now the privatisation of BR—have 
moved to the centre stage of politics. But the 
- whole debate is being conducted within the 


ranks of those committed to the govern- 
ment's objectives. 











Sterling 


Hard pounding 


= JT HAS always been Mrs Margaret 
AA Thatcher's style to fight publicly with 

members of her cabinet, and she usually 

wins. But it was unwise to take on the chan- 
cellor of the exchequer, especially as Mr 
Nigel Lawson also likes a scrap. Mrs 
-. Thatcher has learnt the hard way the truth 
of Lord Melbourne's famous adage on cabi- 
net government: "We must all say the 
same." 

That a prime minister has the right to be 
included in any big decision on economic 
management has never been in dispute. But 
such discussions have traditionally been car- 
ried out in complete privacy, excluding even 
most other members of the cabinet. It is no 
coincidence that the official residence of the 
chancellor, 11 Downing Street, adjoins 
Number 10; indeed it was through the pri- 
vate interconnecting door that, some time 
on Monday evening, Mr Lawson visited Mrs 
_ Thatcher for an hour to negotiate a solution 
. to their public quarrel. 

It has long been clear that there is a fun- 
damental disagreement between Mrs 
Thatcher and most members of her cabinet 
over whether Britain should join the Euro- 
pean Monetary System. Mrs Thatcher’s sus- 
. picion of the Ems is deep. She remembers 

the long period during which British politics 
was dominated by the problems of trying to 
stick to fixed rates for sterling. 

One of the Thatcher government's ear- 
liest acts, in October 1979, was to abolish 


The Economist is expanding its cov- 
erage of British industry. We need 
4 somebody to write about industrial 

/ trends, small firms, nationalised in- 
dustries, employment and trade 
unions. Journalistic experience is not 
essential; indeed, we welcome appli- 
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cants who have worked in Whitehall, 
industry or a research body with rele- 
vant interests. Preferred age 25 to 35; 
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Apply to the Britain editor, 

The Economist, 25 St James's Street, 
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exchange controls—a decision taken with- 
out consulting the full cabinet. Since then 
Mrs Thatcher has stuck rigidly to the princi- 
ple of market-determined exchange rates— 
even when, in October 1980, sterling rose to 
$2.39, leaving a trail of havoc among export- 
ers. As unemployment soared, Mrs Thatch- 
er's popularity dropped to its lowest point 
during her premiership. 

Mr Lawson, who has come to believe in 
the merits of managed exchange rates, last 
year evolved a compromise exchange-rate 
policy. As joining the EMS was politically im- 
possible, sterling would instead shadow the 
D-mark. Upward pressure on sterling made 
this increasingly difficult to achieve without 
heavy intervention in the foreign-exchange 
market. Mrs Thatcher's Downing Street ad- 
visers—notably Professor Brian Griffiths, 
head of the policy unit—argued that inter- 
vention would dangerously expand the 
money supply and thus build up inflationary 
pressures. Just before the budget, Mrs 
Thatcher told the House of Commons that 
"you can't buck the market". Although the 
prime minister was patently speaking her 
mind, the Treasury insists that she spoke 
hastily. . 

She was more guarded on May 12th 
when. Labour's leader, Mr Neil Kinnock, 


asked her to endorse a statement by Mr 


Lawson that sterling was already strong 
enough. Anxious to avoid a further disrup- 
tion of the market, she said as little as possi- 
ble, and was apparently dismayed when this 
was interpreted as renewed disagreement. 
Then, last weekend, the foreign secre- 
tary, Sir Geoffrey Howe, inserted a few lines 
in praise of the EMs into the prepared script 





of a speech. Sir Geoffrey had praised the 
EMS before, but the prime minister's advis- 
ers were enraged by what appeared to be a 
deliberate rebellion. They wonder whether 
Sir Geoffrey was piqued at a recent report 
that she expected her eventual successor to 
come from the younger generation of minis- 
ters. Sir Geoffrey had previously irritated 
the prime minister with a pacifying speech 
about Ireland; more recently he has chal- 
lenged her tough line on South Africa. 

Tory ministers and backbenchers alike 
were dismayed by the apparent rift with two 
senior ministers; although the prime minis- 
ter's entourage see the rift with Sir Geoffrey 
as more personal than the argument with 
Mr Lawson, whom she claims to admire 
greatly. It was clear that Mr Kinnock would 
press on with his attack in Parliament. To 
defuse the row required action as well as 
words. Mr Lawson had to show he had 
won—as a matador holds up the tail of th» 
bull he has vanquished. So interest rate 
were cut to 712%, their lowest level for a de- 
cade, and Mrs Thatcher emphasised her 
support for Mr Lawson, and her govern- 
ment's readiness to use interest rates to in- 
fluence exchange rates. Speculators, she 
said, should not to think of sterling as “a 
one-way bet". 

It was some consolation to Mrs 
Thatcher that the occasion also enabled her 
to savage Mr Kinnock, who fluffed his words 
and was dismissed with “I do not think that 
he is entirely the master of his subject”. As 
with the last big embarrassment for the 
prime minister, the row over Westland two 
years ago, Mr Kinnock missed a fine chance 
to press home an attack. In the eyes of his 
party, that damages him badly. 

Mr Lawson, who has been considering 
his eventual departure from the govern- 
ment, and who had been staying on to 
oblige his boss, may now feel obliged to stay 
on to support her. Indeed, he may have 
deal with an overheating of the domest 
economy which Mrs Thatcher always feared 
could result if stabilising the exchange rate 
took priority over curbing inflation. And, as 
the government now has no clear exchange- 
rate policy, his disagreement with Mrs 
Thatcher may soon surface again. 





Health service 


Opting out 


LOWLY the shape of the government's 

review of the National Health Service is 
becoming clearer. It is concentrating on the 
acute hospital service. Mr John Moore, the 
social-services secretary, has drawn up a pa- 
per that looks at the "internal market" un- 
der which money would flow with patients 
who cross district boundaries for hospital 
treatment; and at separating the paying 


THE ECONOMIST MAY 211988 






Through the roof 





HE biggest regional reshuffling of 
L wealth in Britain is occurring not 
through the work of the chancellor of the 
exchequer, but through the whim of the 
property market. House prices are roaring 
upwards in London and south-east Eng- 
.. land. They are beginning to accelerate in 
other parts of the country as they come 
within commuting distance of London. 
But northern home-owners are being left 
behind—with smaller mortgages and 
more spending power, but less valuable as- 
sets over their heads. 
In the year to end-April, the house- 
price index compiled by the coun- 
L trys biggest building society, the. 
Halifax, rose by more than 20%— 
the biggest jump since it was started 
in 1983. East Anglia has displaced 
the south-east as the fastest-rising 
market, and prices are also taking 
off in the Midlands—especially in 
places like Leicester and Grantham 
where commuters’ journey times to 
London have been cut by high- 
speed trains. But the property mar- 
ket remains relatively quiet in 
Yorkshire, Scotland and the north, 
while prices are actually falling in 
Northern Ireland. ` 
Plenty of pundits claim—as they 
have done throughout the past 
four years—that the market has 
reached its peak and that regional 
differences are now likely to narrow. 
Their strongest argument is the ratio of 
house prices to income. Econometric 
studies suggest that 70% of past changes 
in house prices can be accounted for by 
changes in real incomes. The ratio of 
prices to incomes may fluctuate for a 
while: but the experience of both 1973-74 
and 1979-80 was that it peaked and then 
fell back. A récent study* suggests that to- 
day's ratios are higlier than in those ear- 
lier booms (see chart). " 
. While there are parallels with earlier 
. property booms, there are also big differ- 
ences. One is the patchier performance of 
regional markets. Another is the strength 
„ of the economy (and so of real incomes)— 
falling prices in 1974 and 1980 coincided 
| with recessions. And some new factors are 
pushing prices up: 
e Availability of finance. The queue for 
mortgages, so familiar in the 1970s, has 
disappeared thanks to the deregulation of 
financial markets. Banks, building soci- 
eties and specialist mortgage groups are 
. falling over themselves to lend up to 























Regional house price/income ratios 
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Source: Centre for Environmental Studies 











House prices cannot forever rise more quickly than incomes. Yet there 
are few signs of an end to southern Eng 


d’s property boom 


100% of purchase prices. Partly because 
lower interest rates have cut the cost of 
servicing a mortgage, there have so far 
been few defaults to discourage them. 


€ Poll tax. Abolition of rates—the last re- _ 


maining tax on home ownership—may 
push up average prices by around 20%, 
according to Professor Gordon Hughes of 
Edinburgh University, though the gov- 
ernment admits to only 596. The biggest. 
effects will be at the top end of the market, 
so poll tax could increase regional dispari- 
ties. In theory the market ought already to 
have adjusted to allow for poll tax, but 
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continuing uncertainty over the fate of . 
the government's legislation is probably - 
delaying its impact. 

€ The budget. Income-tax cuts will boost 
demand, particularly at the top end of the 
market since high earners gained most. 
From August Ist the £30,000 ceiling on 
mortgage-interest tax relief will apply not 
only to individuals and married couples, 
but to. groups of individuals sharing a 
property. lronically, this. is temporarily 
raising prices as first-time buyers club to- 
gether to claim additional chunks of tax ^ 
relief before the deadline. After August 
Ist ptices could fall back. ` 

€ Extrapolation of past rises. Mr John | 
Muellbauer of Nuffield College, Oxford, 
reckons that, if house prices are rising so 
fast that capital gains will exceed interest : 
payments, people will feel able to borrow 
more to invest in housing, So the demand 
for houses increases, driving prices up 
faster still. i NE eh 

* Demographic trends. By the turn of | 


the century, according to forecasts by the ` 


environment department, there will be 








EECONOMISTMAY 211988 










84 . 66.87 

























2m more households in England and 
Wales. Many will contain only one di 
vorced: ot elderly person, though the 
population as a whole is also rising faster 
than. was once thought. The consequent 
increase in demand for houses may par- 
ticularly affect popular retirement atea 
like south-west England or East Anglia. 





A regional policy of sorts 
Many. economists are disturbed about the ` 
effects of the house-price boom on the 
rest of the economy. Some reckon it could 









. house prices are probably more of a 
symptom than a cause of inflation- 
ary pressures. 

A more serious worry is the ef- 
fect of regional differentials on peo- 
'ples ‘mobility. Northern home- 
owners cannot move south because _ 
of high prices; southern owners will `- 
not go north for fear of missing out 
on the property boom. Professor 
Patrick Minford of Liverpool Uni- - 
versity thinks such fears are exag- 
 geráted: he reckons the house-price 
differential should be welcomed be- 
cause the consequent rise in busi- 
ness costs (including pay) will force 

. more companies to move out of- 
south-east England. Even the pub- 

lic sector is beginning to see the advan- 

tages of sending Whitehall north. a 

Northern Britons are losing out on. 
southerners' tax-free capital gains, but | 
their effective disposable incomes could. 
be higher as a result. According to the Na- 
tionwide building society, typical first- - 
time buyers in south-east England have to 
devote 35% of their disposable income to _ 
mortgage payments. Their equivalents in. 
the north-west. get away with 1796. In: 
many industries (including the public sec: 
tor), pay is fixed nationally, so southern- _ 
ers—even those who get London 
weighting—do not get enough extra pay. 
to compensate. That could explain why: 
retail sales in John Lewis stores grew faster 
last year in Nottingham, Sheffield, New- 
castle and Liverpool than in London. It 
might also help to persuade more south- 
erners that life north of Watford does 
have its charms. 



































* “Beyond: the North/South divide” compiled. by 
ces Ltd for Black Horse Relocation, 59 Thames 
Street, Windsor. 

















Td prescribe two pamphlets a week 


health districts from the providing hospi- 
tals. That separation is desirable. More 
controversially, he has broached the pos- 
sibility both of tax relief for those taking out 
private health insurance and of individuals 
“opting out” of the NHS altogether, taking 
their tax contributions with them. 

The idea of opting-out is partly based on 


an analogy with contracting out under the 


state earnings-related pensions scheme: It is 
being pushed hard by a former cabinet min- 
ister, Mr Leon Brittan. It was supported this 
week in a pamphlet from the Centre for Pol- 
icy Studies written by a former head of Mrs 


— Thatcher's policy unit, Mr John Redwood. 


Under a different guise—that of a health 


— credit or voucher which individuals can use 


either within the NHS or to buy private in- 


'surance—opting out is also being proposed 


by Mr David Green of the Institute of Eco- 


' nomic Affairs. 


These advocates have been heartened 
by reports that the Treasury has accepted 
the principle of opting out. This is prema- 
ture: being prepared to discuss an option is 
not the same as accepting it. And although 
opting out would improve choice (at least 
for the middle classes) and probably increase 


' private spending on health care, it suffers 


from formidable drawbacks: 

e It would be hard to decide what rebate to 
give to those who opt out, because the 
amount taxpayers put into the NHS bears no 
relation to the health care they receive. 
Somebody aged over 75, who may pay no 
taxes, typically absorbs ten times as much 
hospital spending as a working taxpayer. 
West German experience suggests that 
those who opt out would be the ones who 
pay most towards the NHS but use it least. So 
the NHS could lose a lot of cash without 
shedding much demand. 

e How could the government stop opters- 
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out from reverting to the NHS when it suited 
them? That would necessitate a whole new 
bureaucratic structure, perhaps even a card 
to identify the stayers-in. It would be expen- 
sive and probably easy to get round. 
€ There would be a substantial “dead- 
weight" cost, as the 1096 of the population 
who already have private health insurance 
could claim back their NHs contributions 
without increasing the amount they spend 
on private health care. 
€ Opting out is hard to reconcile with the 
government's declared aim of ensuring that 
good-quality health care is available to all, 
regardless of means. The risk of "two-tier" 
clinical care emerging would be serious. 
e It would become harder to control the to- 
tal spent on health. The advocates say that 
the government should not worry if the ex- 
tra spending is private. But in practice the 
burden would probably fall on employers, 
with adverse effects on competitiveness. 
Ministers (and the Treasury) are well 
aware of these problems. Mr Moore himself 
says that reform of the NHs will be an evolu- 
tionary process with no "Big Bang". The 
better half of his proposals chime in well 
with health-service managers who (unlike 
the doctors) are surprisingly open to ideas 
such as the internal market—bolstered by a 
new opinion poll suggesting that nearly half 
the population would be prepared to travel 
a significant distance for. hospital treatment 
if it meant shorter waiting times. But nearly 
everyone in the NHS is against opting out. 





Defence 


Nott's question 
remains 


HE years of plenty, when the govern- 
ment was meeting its NATO commitment 
of an annual 396 rise in real defence spend- 
ing, are officially over. This week's defence 
white paper confirmed that, for the foresee- 


Britain's burden 
Defence spending, 1987 
as % of GDP 





able future, the armed forces will have to get 
by with no real increase in their budgets. De- 
fence will account for a smaller share of GDP, 
although still a bigger one than in most 
other European countries (see chart). As 
usual, the white paper glossed over how 
such austerity could be reconciled with Brit- 
ain's overstretched defence commitments. 

Since the mid-1960s successive defence 
ministers have grappled with the problem of 
matching Britain's security requirements to 
its resources. Usually, they have squared the 
circle by chopping Britain's ability to deploy 
force in distant parts of the world which it 
no longer rules, while concentrating spend- 
ing closer to home. That means maintaining 
Britain's contribution to NATO. 

Spending cuts have therefore tended to 
fall most heavily on the Royal Navy and the 
Royal Marines. The admirals have fought a 
long rearguard action. Their toughest chal- 
lenge came in 1981 when Mr (now Sir) John 
Nott tried to chop the navy in order to sav 
enough cash to keep an effective army and 
tactical air force in Europe, and to provide 
for the air defence of Britain itself. 

Argentina rescued the navy then. Brit- 
ain's ships and marines performed superbly 
in the 1982 Falklands war; almost all the 
Nott cuts were restored. Yet, despite this 
week's bravado from the present defence 
secretary, Mr George Younger, about keep- 
ing a destroyer/frigate fleet of “about 50" 
ships, the logic underlying the Nott cuts re- 
mains inescapable. Indeed, several recent 
events have strengthened it. 

One was the cancellation of the Nimrod 
early-warning-aircraft project. Several bil- 
lion extra, unplanned, pounds are now be- 
ing spent on AWACS from the United States. 
The collaborative sP-70 project for a new self- 
propelled gun also fell apart, taking a lot of 
money with it. Now a new gun will have to 
be bought from somewhere else. This week 
Mr Younger confirmed Britain's participa- 
tion in developing the new Eurofight 
which looks like being more expensive than 
originally intended. 

The good news is that Trident may end 
up a bit cheaper than planned, thanks to the 
depreciating dollar. But the saving will not 
be nearly enough to make up for other over- 
shoots. Hence the emphasis on increased ef- 
ficiency, especially in buying equipment, 
which accounts for 4396 of the defence bud- 
get. Only just over half the ministry's con- 
tracts are awarded competitively. A report 
from the National Audit Office on non- 
competitive contracts, published on the 
same day as the white paper, shows that sup- 
pliers have often made bigger profits than 
the defence ministry intended. There is 
clearly scope for extra savings from more 
competition, and probably from more 
collaboration. 

Even if such savings ate made, the de- 
fence budget is being stretched by too many 
commitments. Why has it not already 
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reached breaking point? Because civil ser- 
vants have learned the technique of “mov- 
ing to the right" —a euphemism for delaying 
buying things the services need. As a result, 
the army is seriously under-equipped. Most 
of its tanks should be replaced tomorrow; its 
artillery is already out of date; and its heli- 
copter fleet is much too small. It needed, yes- 
terday, a new anti-tank missile with a tan- 
dem warhead to defeat the reactive armour 
that the Russians already have in the field, 
but it is not likely to have such a weapon this 
decade. 

If Mr Younger cannot squeeze any more 
cash out of the Treasury, he will have to cut 
something else in order properly to equip 
the army. His reluctance to face this choice 
suggests that the best course now would be a 
thorough defence review. Such a review 
would almost certainly be driven inexorably 

- towards the same solution as in 1981: shrink 
the navy. 





The Democrats 


small party 
seeks leader 


MA ETHER the Social and Liberal 
Democrats can once again become a 
political force to be taken seriously will de- 
pend on who leads them. Now that Mr Da- 
vid Steel, who has led the Liberals for the 
last 12 years, has bowed out of the contest 
for the job, the pretenders are starting to 
assemble. 

The contest starts formally at the begin- 
ning of June, and the decision will be taken 
in a ballot of all party members in July. Al- 
ready out of the race is Mr Charles Ken- 
nedy, 28-year-old spp whizz-kid, who still 
thinks he is too young to stand. That leaves 

y Mr Robert MacLennan, currently joint 
.-..ler with Mr Steel, as a possible candidate 
from what used to be the spp. 

Mr MacLennan, despite his obvious 
intelligence, appears twitchy and ill-at-ease 
both in the House of Commons and on tele- 
vision. He lacks the toughness needed to 
squash the threat from Dr David Owen and 
his breakaway spp. He has little chance 
against the two former Liberals who are 
bound to stand: Mr Paddy Ashdown and 
Mr Alan Beith, who is Mr Steel’s former 
deputy. 

Mr Ashdown, dashing, smooth-talking 
and almost as handsome as Dr Owen, is the 
member of Parliament for Yeovil. He is also 
the favourite in the party's local-council 
strongholds. In a poll conducted by Thames 
TV's “This Week" of 803 Democratic coun- 
cillors, he was supported by 6796, to Mr 
Beith’s 10%. His achievements include com- 
manding a unit of the Special Boat Service 
(the marine equivalent of the sAs), teaching 
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Bananadrama 


NLY in its third term has the gov- 

ernment at last turned its free-mar- 
ket guns on to bananas. Why? Because it 
has taken a working party of officials 18 
months to understand the horrid com- 
plexities of British banana policy, and a 
meeting of four ministers (from the For- 
eign Office, the Treasury and the depart- 
ments of trade and agriculture) to work 
out how to change it. 

By long tradition, free access to the 
British market has been given to bananas 
from Jamaica and the Windward Islands 
of St Lucia, St Vincent, Grenada and 
Dominica. Then it was also given to a few 
more countries, under the banana proto- 
col of the 1984 Lomé Convention. All 
other bananas (notably those from cen- 
tral America, known in the trade as the 
“dollar area”) are subject to a 20% tariff, 
and to quotas too. Every year the govern- 
ment admits, duty-free, all the bananas 
its. favoured suppliers choose to send. 
Then it issues quotas for dollar-banana 
imports to make up the gap which Ja- 
maica and the Windwards cannot fill. 


himself Mandarin and Malay, and turning a 
Tory majority of 11,500 in Yeovil in 1979 
into a Liberal one of 5,700 in 1987. 

On policy, his views are typical of Mr 
Steel’s sort of centre, though former SDP 
members have suspicions about his stand on 
nuclear defence. Having once appeared to 
lead the non-nuclear wing of the Liberal 
party, he did a sharp about-turn at the 1986 
party conference, earning himself the nick- 


Last year that gap was only a quarter of | 
the market. 

As a result, Britain is one of the most 
expensive places in Europe to buy a ba- 
nana. Consumers respond as they 
should: in 1986 the British ate only 13lb | 
each, compared with 18lb in France and -| 
23lb in West Germany. And who is gain- 
ing from this banana preference? Three 
importing firms—Geest, Fyffes and Ja- 
maica Producers—between them control 
most of the preferential banana supplies. 
Civil servants suspect that they have 
used their market clout to hijack the 
benefits originally intended to go to poor 
growers in the Caribbean. Nonsense, the 
firms reply: the islanders are quite happy 
with us—and there are three-firm oli- 
gopolies in other markets, even 

erica's. 

The market has long been crying out 
for competition and reform, but that was 
not what drove the government to act. 
The high-cost Windward Islands dou- 
bled their exports between 1981 and 
1986. Under existing rules, the govern- 
ment would have been forced to cut its 
dollar-banana quotas to nothing—which 
would have been embarrassing in the 
middle of a new trade round aimed at ne- 
gotiating away just such barriers. Hence 
the new policy: 

@ The preferences stay; their removal 
RM hurt the Windwards too much. 

ut: 

@ Market share for dollar bananas will be 
guaranteed, and supply will grow. That 
ought to cut consumer prices. 

@ To make sure it does, the government 
will keep an eye on prices and margins. 

The next hurdle for banana policy 
will be 1992. Can there be a single Euro- 
pean market for everything except ba- 
nanas? If not, the EEC must agree on a 
single trade policy. West Germany will 
want to continue the free banana trade it 
operates now. Might not France, the 
only European country to grow them (its 
overseas islands are part of France 
proper) want bananas brought under 
the wing of the Common Agricultural 
Policy? 


name of Paddy Backdown. 

Mr Beith is favoured by a majority of the 
Democrats’ 19 mrs. He is considered tp have 
more "bottom" than Mr Ashdown: a word 
which loosely represents the traits of solid- 
ity, sober judgment and weightiness. He is 
respected in the House, where he has been a 
party whip, sat on several parliamentary 
committees, and has been an MP for ten 
years longer than Mr Ashdown. But he has 
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a ee, . sede . 


Ashdown ahead on looks 


already made the first gaffe of the campaign, 
_by complaining that too many people were 
shortening the party's title to "Democrats", 
thereby losing the word “Liberal”. It was a 
blatant attempt to appeal to the Liberal 
wing of the party, which was always uneasy 
about the choice of name, but may alienate 
3 the spr establishment, which was leaning to- 
— wards supporting him rather than backing 
Mr Ashdown. 

- — Mr Beith is no EEN especially 
- when compared with his rival. Fire will be 
_ what the new party needs if it is to recover 
from its miserable showing in the polls. If it 
_ stays at the 7% recorded in the most recent 
— Marplan poll for the Guardian, nobody will 


care who is at the helm. 





. Television 


Axe that axe! 


RITISH television is becoming more vi- 
olent. It shows more violence than al- 
. most any other country's networks. The 
. more brutality a country's TV carries, the 
more violent that society becomes. The gov- 
ernment thinks it is time something was 
T done. True? Widely believed, but, apart 
— from the last assertion, false. 

—. eSince reaching a peak in the 1940s, British 
TV programmes have become much less vio- 
. lent, according to research by a team at As- 
ton University, Programmes made just after 
the second world war had, on average, 4.8 


Bbrooranees containing violence 
Prime-time drama 
y % of Violent acts 
í programmes per hour 
Japan 81 70 
USA : 80 55° 
Holland - 80 58 
.. New Zealand 66 57 
Australia 66 itai TA 
West Germany . na 8.6 
Britain — ' 56 25 
Source: G. Cumberbatch, Aston University 
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acts of violence an hour (see chart). That has 


declined steadily since the 1960s to 1.9 in 
1986. 


e British Tv shows less than half the amount 
of violence shown in any other country for 
which reasonably reliable data exist (see ta- 
ble). The average of 2.5 violent acts per hour 
in Britain on prime-time drama programmes 
compares with 8.6 in West Germany, 7.4 in 
Australia and 7.0 in Japan. 

e Japan, that famously unviolent country, is 
near the top of the violence-on-Tv league. 
For violent acts per hour, aggressive. Amer- 
ica is sixth out of seven. 

No clear evidence exists to link real-life 
violence to what is shown on Tv. Nonethe- 
less, the British viewing public is worried. In 
a recent MORI poll, 6996 of people thought 
violence on TV was a problem, even when 
shown after 9pm. Broadcasters accept that 
the climate of opinion has shifted since the 


Calming down . 


Von acts per hour on ^ 
n programmes broadcast i 
M year of production id 


Pre-1939 40s 50s 60s 70s 80-85 86 


Source: G. Cumberbatch, Aston University 


1960s. News bulletins show less gory detail 


than they did then (and much less than in 
other European countries). The BBC in par- 
ticular feels that the government is breath- 
ing down its n 

It is. The prime minister herself, as part 
of her crusade to restore traditional moral 
values to the country, is determined to 
“clean up" television—a task which sits un- 
comfortably with her determination to de- 
regulate the industry and extend choice for 
the viewer. Television will soon be brought 
within the scope of the obscenity laws. A 
new Broadcasting Standards Council was 
set up this week, headed by Sir William 
Rees-Mogg, a former editor of The Times 
and deputy chairman of the BBC, and cur- 
rently chairman of the Arts Council. He is 
one of those who believe that standards are 
too low at the BBC. "The public monopoly 
and funding of the BEC will not survive," he 
wrote recently in the Independent, "unless 
the corporation can regain the editorial 
standards on which it was founded.” .- 


" rm r dh 


The council will be similar to the press 
council, but with statutory backing. Its 
mode of operation will be to shame broad- 
casters; not only may the council’s findings 
have to be broadcast at the same time of day 
as the original programme, but tabloid 
newspapers will delight in BBC-bashing sto- 
ries (with more prominence than they give 
to. the press councils findings’ on 
themselves). 

~ Before its statutory backing arrives (in a 
broadcasting bill due in the 1989-90 par- 
liamentary session), the new council will be 
asked to draw up a code on sex, violence and 
"standards of taste and decency" with 
broadcasters and -video producers. It will 
monitor such standards, deal with com- 
plaints from individuals and organisations, 
undertake research on the effects that sex 
and violence on TV might have, and produce 
an annual report. 

Most controversially, Sir William has 
said he wants the power to preview some in 
ported fictional material before it is A 
mitted: programmes like "Miami Vice" 
"The A-Team”. The BBC is mightily miffed; 
so is the IBA (which oversees ITV and Ghan- 
nel 4). They say they preview and edit these 
programmes already. More seriously, they 
fear that Sir William will want to extend his 
remit to programmes like “Death on the 
Rock”, a documentary on the Gibraltar 
shootings, which the government wanted to 
stop. 

They hope that the new council will be- 
come too preoccupied with video, cable and 
satellite to concern itself overmuch with ter- 
restrial TV. Sir William thinks that the big 
cable and satellite companies will toe the 
line on porn and gore, but worries about 
“cowboy” companies. If Dirty Dirk from 
Amsterdam chooses to beam in soft porn to 
Britain, who is to stop him? Sir William 
thinks he could penalise advertisers; but 
what if Dirk chooses to start a subscription 
channel? Sir William thinks he would like 
to be made a criminal offence to subscribe. 
The Home Office is puzzled by such ideas: 
are the police really going to raid people's 
houses to see what cable or satellite channels 
the TV can receive? And anyway, whatever 
happened to that old intention of widening 
consumer choice? ` , 





Lord Cockfield 
Arthur's seat 


OCKEYING has already begun to replace 
Lord Cockfield, the senior British mem- 
ber of the European Commission. He will 
be dropped: not simply because he has irri- 
tated the prime minister by prosecuting the 
idea of the European single market with 
zeal. He will be 72 in September. And he is 
thought to have been insufficiently defen- 
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1988] Results 

£ million 1988 1987 increase 

Group Sales __ W .5,000.5 — 40435 ^ 239 

UKSales 5 oss 4558.0 4,043.5 © 127 

UK Retail Net Margin. . d . 6.62% 6196 

Profit Before Tax and Profit aso -.9323 2681 240 
 ProfitShaing ^. | 20 sw MES... AbAG sos te 

Profit After Tax and Profit Sana. (v. 13994 o 1880. —-268- 





l Earnings Per Share ...- 2 .13.57p =o HM.16p. © 21,6. 
oy Por Share -Nartot y KE S en $8p A 








Sales: Ato over ras billion, remp Sales. are e the largest retail sales of anyu UK based 
company. © - 


Profit: dung Profit increased by 24.0% - the ninth successive year that it has 
grown by 20% or more. Retail margin has again shown a significant increase que 
6.62% (6.95% V.A.T. exclusive) while at the same time our prices have remained E 
highly competitive. Productivity has increased by a further 496... s 


New Supermarkets: The 16 new Sainsbury supermarkets opened in the year : 

are trading at 15% ahead of their expected level. Our supermarket opening .. + 
programme is. already firm for nearly three years ahead: and will PIN 20per ^ 
year. . 


New: Technology: “We are leading the way in the application of new _ 
technology to supermarkets. Nearly 80% of our supermarket sales pass through ' 
price. scanning checkouts. This represents almost three quarters. of all food" d 
scanned in the UK. d 








Shaw's: The acquisition of Shaw's was completed in July. The company is 
performing well-and, with a strong management team, has excellent prospects for... 
expansion in the prosperous New England market. 


E Homebase: Our home and garden centre company increased sales by 28% to 
£131 million and operating profit by 40.5% to £4. 3 million. Fifty Homebase stores will 
be trading by: next spring. 


. SavaCentre: Profit increased by 18.5% to exceed £20 million. Three new 
hypermarkets are planned to open in the next two years. 


Staff Profit Sharing: More than 37,000 staff will receive over 10% of pay in * 
^, cash or shares through the profit sharing scheme. More than 30% ot staff are now 
shareholders. ; ; 


Good food costs less at Sainsbury's. 
























e of British interests outside his own 
sphere of responsibility. A little touch of the 
ommunautaires, thinks Whitehall, is fine; 
ust don't go native. i 

Downing Street is expected to name his 
uccessor in September; His replacement, it 
as been decided, must be a politician, and 
must get on with Mrs "Thatcher. The front 
unner is Mr Leon Brittan, who left the cabi- 
net after the 1986 Westland row. His seat in 
Parliament (for Richmond, Yorkshire).is as 
e as houses, and. he might see Brussels as a 
y of relaunching a political career. An- 
ier contender is Mr David Howell, also a 
allen cabinet | minister, whose seat 
Guildford) is just about sLD-proof. He has a 
reputation as a thinker on great matters (the 
ise of Japan; the coherence of Europe) but 
s indecisive. 
























he does Dr David Owen. He combines 
urophilia with the bulldog attitude in de- 
fence of Britain's interests that Lord 
Cockfield supposedly lacked. Though Dr 
Owen may hesitate to rat on his sunken ship 
f a party, why not offer him the job? 





Children's newspapers 


Small market 


F YOU were ten years-old, would" you 
spend your pocket money. on a weekly 
iewspaper? Garth Publications thinks you 
‘ould, and published Early Times in Janu- 
ty. Senator Newspapers thinks you would 
ot buy Early Times if you had a choice, 



























and has launched a rival called Scoop. 

Early Times treats children as adults. Its 
latest issue carries stories.on the attempt of 
Nestlé and Suchard to take over Rowntree, 
the appointment of the French prime minis- 
ter, and the resignation of Mr David Steel. 
Scoop treats children:as-children. Half:the 
paper is in full colour, it contains:a pop pin- 
up, and on the front page of the first issue is 
a story on the extermination of the Suma- 
tran tigers, headlined “Grrr!” = 

Early Times claims a circulation of 
50,000, although it is unclear how many 


copies are bought by parents. Results from - 
Scoop’s test market suggest that 100,000 . 


children might buy it, and they will be urged 


to do so frequently by advertising on break- 


fast-time television. - 
Both papers hope to take advantage. of 


the spending power of British children. A _ 
recent Gallup survey found that in 1988 the 


average eight-to-ten-year-old had © £l. 54 a 


E week toblow, and the average itt 13-year- 
~ old had £2.36. Combined, the two age 


groups get more than £400m a year. 
Both papers may find it difficult to 

- Squeeze money out of the young. Neither is 

cheap, by pocket-money standards. Early 
Times had to cut its original price of 50p a 
weekly copy to 38p; Scoop costs 30p. Early 
Times has found it hard to attract advertis- 
ers, though Scoop hopes to fill up to a quar- 
ter of its space with ads. 

* "There is a gap in the British market be- 
tween comics and magazines for teenagers, 
but it is a difficult one to fill. Garth and Sen- 
ator both exist only to publish their respec- 
tive papers. Larger publishing groups have 
researched the gap, but then decided to stay 
in the safest children's market, for comics. 
Nobody has yet managed to emulate in print 


` the BBC's. daily news programme for chil- 


dren, "Newsroóünd", which has run for the 
past 16 years and is watched by more than 
4m viewers. The Guardian has a page f 
teenagers on Wednesday, but no other na- 
tional daily has copied it. 

Ominously, an earlier newspaper for 
children, Younger News, stopped publish- 
ing in April. Aimed at children between 
eight. and. 13-and. launched in September 
1986; it was: better than either of its new ri- 
vals: readable and informative about a wide 
range of news, from war to pop. Its publisher 
claims to have been selling 38,000 copies 
each fortnight. But it was distributed only 
through schools. Some teachers thought its 
price (between i5p-and 30p a copy, depend- 
ing on the size of a school's order) too high 
for children. It plans to relaunch later this 


. year, if it can find a backer. 





Old folks at home 


HOUGHTFUL businessmen are 

starting to notice the market offered 
i Britain's growing number of old peo- 
ple. In ten years’ time, there will be 4m 
people aged over 75. And these old folks 
-" are getting richer—the disposable i income 
of the average pensioner has risen to 7096 
- "of that of a non-pensioner, compared with 
:« 4096 in the 1950s. But more money can- 
` not prevent the gradual onset of the indig- 
nities and helplessness of old age. This is 
where there can be rich pickings: in the 
provision of luxury residential care for 
well-heeled pensioners no longer able to 
look after themselves. 

Private residential homes now provide 
' more places for old people than local au- 
thorities, partly thanks to burgeoning 
public subsidy through the social-security 
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system. The government has set a tight - 


limit on the weekly amount it is prepared 
to pay, and its whole policy is under re- 
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view folleving a recent report by ie 
prime minister's health adviser; Sir Roy 
Griffiths. Nevertheless, most private resi- 
dential care remains an unsophisticated, ; 
publicly subsidised cottage industry, typi- 
fied by adapted buildings. run by. their 
proprietors. 

Larger profits are to be made in more 
luxurious homes, financed privately. A 
dozen’ such homes are already in exis- 
tence. A few belong to companies—such 
as the Ladbroke Group, a subsidiary of 


which owns 16 semi-luxurious retirement _ 


homes with a total of 709 beds. A couple 
of small hotel groups are also interested, 
as is Marriott, an American chain of lux- 
ury hotels. 


One man already in the market is Mr \- 


John Hughes, an American büsinessman 
experienced in the health-care business. 


He reckons that about 596 of the 165,000 ` 


or so old people in long-term private resi- 
dential or nursing-home care could: afford | 


much better accommodation than is now 
on offer. The sharp rise in south-eastern 





facilities. 


house prices means that many old people 
own valuable houses. Sella property 
worth £250,000 and invest the proceeds, 
and the income would easily cover annual 
fees of £15,000-20,000. 

His company, Gateway Residential 
Services, has begun a £4m project con- 
verting.a stately home in Cheshire into an 
elegant 60-bedroom old peoples’ home 
with all-the comforts of a five-star hotel. 
He provides good medical facilities on the 
premises so that patients can be looked af- 
ter during spells of illness. 

Other upmarket residential homes 
provide only nursing care; their emphasis 
is on hotel-type facilities. To get proper 
medical treatment requires an ambulance 
ride to the local general hospital. There, 


+ say critics, lies the trap. Despite the com- 


forts, an 80-year-old widow, alone in her 


room all day, can lead a more isolated exis- 


tence than her counterpart in a local-au- 


thority. héme surrounded by cronies— 


and she may be farther away from medical 
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Busted banks 


Féderal regulators started to 
bail out Texan thrifts. They 
are folding four bust savings 
and loans associations into 
healthy Southwest Savings, 
and giving it $2 billion to help 
it cover losses. As long as the 
Federal Savings and Loan In- 
surance Corporation's $10.8 
billion in borrowed cash holds 
out there will be more such 
deals. But Texas's thrifts’ li- 
abilities already exceed their : 
assets by $10 billion. 


"Bids and deals 





Tate & Lyle, a British sugar 
refiner, won its takeover battle 
for Staley Continental, a corn- 
syrup thaker and food distrib- 
utor, with its $1.48 billion bid. 
Tate will become the largest 

ipplier of sweeteners in 

merica. It expects to pay oùt- 
going management up to B 
$100m i in golden. syrup. 


A prominent Texas investor, 
Robert Bass, made a $1.65 
billion takeover bid for an 
American publishing house, 
Macmillan. 


The biggest-ever commercial 
aircraft purchase was placed 
by International Lease Fi-. 


nance of California. Winners ` 


of the $6 billion-7 billion or- 


der are America’s Boeing, 


which is to supply 100 (or per- 


haps 124) of the order; and 
Airbus Industrie, the Euro- 
pean-based consortium, which 
will supply 30 (or perhaps 46). 
America’s McDonnell Doug- 
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las lost out on the bonanza. 


Aer Rianta, the Irish airport 
authority, strengthened its re- 
lations with the Russians: by 
winning an annual $3.2m or- 
der to repaint Aeroflot’s inter- 
national fleet. It recently 
opened the first duty-free shop 
at Moscow’s Sheremetyevo 
airport. 


A French firm, Groupe. 
Michelin, is to.set up a joint 


* venture with Okamato Indus- 


tries to make tyres in Japan. 
The deal follows the acqui- 
sition of the American tyre 
maker Firestone by a Japanese 
firm, Bridgestone. 


In the courts 


After a two-year legal wrangle, 
Eastman Kodak reached a 
compensation settlement with 
the 16.5m holders of its now 
useless instant cameras. Polar- 
oid, claiming patent infringe- 
ment, forced Kodak out of the 
business. Kodak could pay up 
to $250m. 


Airaa s Supreme Court let 
stand a decision barring for- 
eign carmakers from forcing 
their spare parts on to Ameri- 
can car dealers. 


British Airways was taken to 
court by American Airlines, 
which alleges that BA's com- 
puter reservation system un- 
fairly discriminates against 
other airlines. 


Finance 


America’s Occidental Petro- 
leum is to raise $1 billion in 
an international rights issue, 
the largest since the BP fiasco. 


| Itshould succeed because its 
. high-yielding shares trade 


more like a bond. 


Spain’s two big; est banks, 
Banco Central and Banco 
Espanol de Credito are to 
merge, so as to fight off for- 
stition when EEC 
markets are liberalised in 






1992. The new group ranks in 
the world's top 70. 


Spain is launching à $670m 


“offering of 20% of Endesa, 


the state-owned electricity pro- 
ducer. This will be the coun- 
try's biggest stock issue yet. 


Air pollution 


A Japanese electronics firm, 


Sony, has launched a wireless 


Walkman in Japan. Each set 
costs $260. Headsets receive 
music within five feet of the 
player, even if it is in a brief- 
case. If two cassettes are play- 
ing, the headsets pick up the 
nearer signal. 


The anti-chlorofluorocarbons 
lobby was joined by Dow 
Chemical, a huge American. 
chemicals maker. It agreed to 
stop using CFCs, which are ac- 
cused of punching holes in the 
atmosphere’s ozone layer. ` 


Cigarette smokers were 


warned by America’s surgeon” _ 


general that nicotine is as ad- 
dictive as cocaine and heroin. 
Tobacco companies reckon 
that his report trivialises the: 
problem of illicit drugs. 


Commodities 


Pakistan will cease protecting ..| 


its. state-owned Cotton Export 
Corporation and allow it to. 
compete with the private sec- 
tor because the country is. pro- 
ducing too much cotton. The 
increase is due to the use of a 
new cotton seed, developed'at 


- Pakistan's Nuclear Institute 


"Bottom line 





-to cut production. In 1987 it 


has reported an increase of .. 
- 10% in net profit to 2.37 tril- 
+ lion lira ($1.83 billion) on 


“loss-making Alfa-Romeo, ac- 
quired i in 1986, 





J. Sainsbury, a British super- - 
„market chain, reported a fine - 


crease above the previous 
|- year. It became Britain's top 





:Marks and Spencer, which 


"Spencer had held the slot for 
-aslongas anyone remembers. 


















































for Agriculture, which has al- 
most doubled yields. 


China plans to start increas- 
ing its output of gold. It wants | 
to raise cash for debt service 
in the 1990s. The government 
says its.output this year will be: 
1096 higher than in 1988. 


That famous West German.” 
carmaker, Daimler-Benz, in- 
creased its profits by 0.8% in 
1987 to DM1.78 billion ($1.05. 
billion) on sales of DM67 bil - 
lion. It expects to do better in: 
1988, but is nevertheless cut- 
ting production by 25,000 pas- 
senger cars in preparation for 
a slowdown in world demand. 


In.contrast, Fiat has no plans 


made more than 2m cars, and 


sales.of 38.5 trillion lira. Fiat 
has also boosted sales from 


financial year (ending March 
19th) with sales of over £5 bil- 
lion and pre-tax profits of 


£308m ($524m), a25% in- 


high-street store, ousting 


sells.everything from socks to 
smoked salmon. Marks and 
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VIEWPOINT 


~The twelve members of 


. the European Community are 
^ moving towards economic 
"integration, and it is generally 
" agreed that the creation of a 


unified internal market, as 
stipulated by the Singlé Euro- 
pean Act, must also have an 
impact on monetary policy. 


Indeed, if intra-Community 


exchange rates are still per- 
mitted to fluctuate and re- 


: -stfictions on capital move- 


ments-remain in place, the 
dream of:a truly “common 
market" may never become 
reality. For.this reason, many 
are calling for closer mon- 
etary cooperation—and.above 
all for the establishment of a 
European central bank, which 
is essential for the coor- 
dination of monetary and 


~ interest-rate policies: 


In West Germany in parti- 
cular, however, experts have 
long argued that a European 
central bank can only come as 
the culmination of a process 
in which economic and fiscal 
policies are fully harmonised. 
But an assessment of Euro- 
pean monetary cooperation 
over the:past decade suggests 
just’ the opposite—namely, 


„that a joint monetary policy 


can spur economic. cooper- 
ation, promoting conver- 
gence and integration. In fact, 


* expansion of the institutional 


framework of European mon- 
etary policy must go hand in 


hand with the integration of 


the national capital markets. 

' Coordination is even more 
essential in the other policy 
domains. In order to work, a 


International presence: Foreign Branches and Subsidi i 
Luxembourg, Madrid, New York, Osaka, Paris, Rotterdam, Singa 
Istanbul, Jakarta, Johannesburg, Manama (Bahrain), Mexico 
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single internal: A nirket will 
need more than just a “Euro- 
peanised" monetary policy. It 
will also’ require.a common 
fiscal policy as well as a wage 
policy which is sensitive to the 
regional and sectoral differ- 
ences within this vast econ- 


omic zone. There isa growing : 


Exchange-rate trends 
(monthly averdges) - 
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realisation that. a. unified 
European market in which 
monetary policy transcended 
national borders, while fiscal 
and wage policy did not, 
would be doomed to failure. 


No alternative exists. to ' 


such ` integration~as’ experi- 
ence with the international 
monetary system has shown. 
Since the dollar is still the 
cornerstone. of that system, 
the central ‘banks’ scope fór 
action has become very lim- 
ited in recent years. At times, 
monetary policy: has been 
reduced to merely reacting to 
the dollar’s hectic gyrations, 
often at the a of Rout 







| A European central bank | 
on the horizon? © ^. 


estic economic needs. In the 
long run, therefore, this lop- 
sided arrangement should be 
replaced by a tripolar global 
monetary system comprising 
a US dollar area, an East 
Asian yen block and a Euro- 
pean currency zone. The 
Europeans will not have to 





85 86 87 88 
start from scratch, though, as 
they already have a prototype 


joint currency—namely, the 


European currency unit (Ecu). 


A system based on the dol- 
lar, the yen and the Ecu might 
help stabilise exchange rates 


worldwide. Within the EC it- ^ 


self, the use of a single cur- 
rency would bring real econ- 
omic benefits which could not 


. present, the transaction costs : 
and exchange-rate risks have 
prompted entrepreneurs and 


` sible in theory for maintaining 


` central bank is to successfully 


, bank too ambitious and it will : 







be attained if the Commu i 
: continued to permit itself the» . 
luxury of twelve individual - 











currencies. As things stand at 












bankers. with. EC-wide busi- 
ness to lend ever stronger sup- 
port to the idea of a currency. 
union. 










Political libdtpendehce 
Europe needs a central 
bank that is not only respon- 













the stability of the European 
currency; it must alsó be given 













be accorded the.. ‘maxim 
degree of political indep 
dence at both the national and 
EC levels. Moreover, if the 


















preserve monetary stability, a 
strict separation will-havé to 
be maintained between the 
twin tasks of, circulating 
money and funding govern- 
ment spending. s 
Many will consider’ the 
goal of. a, European central . 













certainly. not be achieved 
quickly, or. ;easily. We cannot 
expect. “grand. solutions”; 
rather, . gradual . progress .| 
should be. the aim. Yet the. ' 
Objective must be pursued 
with the same strong political 
will as the single European 
market. Otherwise, Western 
Europe will find it difficult to 
play an enhanced global role 

as the year 2000 approaches— 

a point which the Europeans 
now seem to be taking to 
heart. 
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To Toronto, to talk trade 


MERICA'S latest trade figures suggest 
that its deficit is shrinking at last. The 
visible-trade deficit fell from $13.8 billion in 
February to $9.7 billion in March. That was 
the smallest monthly deficit for three years. 
Unfortunately, the figures are notoriously 
'atile, partly because America is the only 
_., industrial country which does not yet, 
but soon will, publish seasonally. adjusted 
figures. Moreover, the narrowing of the 
trade gap in March was helped by sales of 
gold bullion to Taiwan and by lower oil 
prices. Still, America’s average monthly def- 
icit has fallen from a peak of $15.4 billion in 
the third quarter of 1987 to $12.0 billion in 
the first quarter of this year. 

The reason is plain: America's exports 
are surging. Its total exports rose by 29% in 
value in the year to the first quarter, with 
particularly strong sales of capital equip- 
ment like computers and aircraft. But im- 
ports have continued buoyant, too, rising by 
1496 in the same period. 

Can the growth in exports be main- 
tained? The American economy is close to 
full capacity, so industry may be unable to 
meet some foreign orders. The rate of capac- 
ity utilisation in manufacturing has risen to 
82.796—its highest level since March 1980. 
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This is worrying, but not the stuff of panic. 
Firms are responding to stronger demand 
and capacity constraints by investing in new 
factories and machines. 

So business investment may take over 
from consumer spending as the fastest-grow- 
ing component of America's domestic de- 
mand this year. True, this means more im- 
ports of capital goods, which could slow the 
decline in the trade deficit over the coming 
months. In the longer term it should give 
American industry the capacity to meet for- 
eign orders. 

If the Americans can go to the Toronto 
economic summit next month pleased with 
their contribution to rebalancing the world 
economy, so can Mr Noboru Takeshita, Ja- 
pan's prime minister. Japan's 12-month cu- 
mulative trade surplus has now been falling 
for 11 consecutive months. Will it continue 
to do so? 

Mr Ron Napier, an economist at Salo- 
mon Brothers in Tokyo, does not think it 
will. Indeed, he says that between November 
and March Japan's seasonally adjusted trade 
surplus was’ starting to rebound already. 
From May onwards, the official trade sur- 
plus could show a year-on-year increase. 


One reason. is that Japan's terms of | 


trade have improved: oil prices have fallen, 
and Japan's dollar export prices have gone 
up. Second, export volumes rose by more 
than 496 between November and March, 
while import volumes rose by less than 396. 
And third, the dollar has lost more than 
1296 of its value against the yen since Octo- 
ber, magnifiying the change in the dollar-de- 
nominated surplus. Japan's real trade bal- 
ance (measured in 1985 yen terms) actually 
swung into deficit in February. 

The performance of Japan's exporters is 
still tenacious and amazing. Since the Plaza 
accord in September 1985, the dollar has 
fallen from Y237 to Y126. Over the same pe- 
riod, Japan's import volumes have risen by 
about 4596—just as economic theory says 
they should. Japan's export volumes, how- 
ever, fell by only 1-296 in 1986 and 1987, 
and have started rising again this year. Mr 
Napier reckons that Japan's trade surplus 
this year will turn out to be little lower than 
in 1987. 

As always, other economists disagree; 
their reports will be in the Japanese luggage 
at Toronto. Morgan Grenfell, a London 
bank, reckons that Japan's trade surplus will 
decline sharply as imports continue to ex- 
pand and firms build factories abroad that 
displace exports from Japan. A survey by the 
Japanese Machine Export Association 
found that big Japanese exporters plan to in- 
crease the share of their total output that is 
produced abroad from 996 in 1987 to 2296 
by 1992. This may help to explain some of 
the export resilience; Japanese firms are ex- 
porting capital goods and parts to their 
overseas factories. In the longer term, Mor- 
gan Grenfell forecasts that Japan's exports 
will rise by only 696 in volume over the three 
years to 1990, while import volume will 









Slow progress 
Trade balance monthly average 
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*Not seasonally adjusted 
Sources: Bank of Japan; US Department of Commerce 
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grow by 4796. This would slim Japan's trade 
urplus from $96 billion last year to $53 bil- 
onin 1990; the current-account balance 
'ould.more than halve, to $40 billion. 

(The. OECD is in the gloomy school; it 
oes not think that current-account imbal- 
nces will shrink significantly. The latest 
forecasts from the Paris-based club. of rich 
industrial economies suggest that America's 
urrent-account deficit will fall co $150 bil- 








- . lion this year (from $161 billion in 1987) 
~ and to about $132 billion in 1989. Last De- 


cember the OECD reckoned that the gap 
could shrink to $105 billion by 1989. Its new 
forecasts suggest that Japan's surplus may 
hardly budge over the next couple of years, 
while West Germany's could continue to 
rise embarrassingly this year (see table). The 
blame for this lies in stronger-than-expected 
growth in America’s domestic demand— 
and hence its higher i imports, 

Despite worrying thoughts on the im- 
balances, the OECD. is much more bullish 
now about growth than it was in its Decem- 
ber forecasts, prepared in the wake of the 
stockmarket crash. Real GNP in its 24 mem- 
ber countries is expected to grow by 3% this 
year (compared with a forecast of only 21496 
in December), and 242% next year (com- 
pared with 134%). This extra 112% of GNP 


growth is equivalent to the discovery of an- 


other Australia. Japan will be the star; it is 
expected to grow 444% this year. ^ - 


At Toronto the heads of governments - 


will avoid arguments over continuing imbal- 
ances in trade. Until America's presidential 
election is over America’s fiscal policy— 
which is mainly to blame fori its Wade defi- 











MILE BERLINER demonstrated the 
I first flat-disc gramophone to an au- 
dience in Philadelphia on May 16 1888. 
-- His model quickly caught on, overtaking 
- Mr Thomas Edison's machine, invented 
a decade before, which ran on cylindrical 
. records. Berliner gave birth to an indus- 
“try which has ever since tried to improve 
the reproduction of sound—a tricky 
© task, since sound quality is in the ear of 
-the listener.. 
(o The latest attempt at perfection is dig- 
ital recording. A spin-off from computer 
. technology, digital recording breaks mu- 
'sic down into 48,000 "samples" a sec- 
"ond, which are encoded into "words", 
.. made of varying mixtures of ones and ze- 


















“and turned back into sound. Digital re- 
: cording gives a uniformity and accuracy 
i of performance, particularly on high 
notes, that have eluded all predecessors. 
It is also the system used by compact 
discs (CDs). Although records can use 
digital technology, it is only on CDs that 
the benefits of digital recording really 
show themselves. : : 

Audio buffs say that music that is dig- 
itally recorded on CDs makes their ears 
hurt. Every sound is singled out and 
highlighted, turning music into a discor- 
dant brew of defined noises. The music 
lacks "warmth". 

Alas for cuddly music. Money talks, 
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- Spinning to its grave 





: toes; these are then read by a computer. 










and the business of producing gramo- 
phones is no place to make it. The out- 
put of gramophones from Japanese elec- 
tronics companies, the main producers, 
peaked in 1983. Last year 4.7m gramo- 
phones were made in Japan, roughly‘half 
the number made four. years. before. 
World sales of records have fallen from 
16 billion units in 1982 to 13 billion in 
1986; sales of CDs started in 1982 and 
reached 140m units in 1986. 

A hundred years ago new inventions 
were much heralded, and took genera- 
tions to perfect themselves in the mar- 
ket. Today new inventions stumble 
across each other in. the race to the 
shops, and live but a little while before 
being pushed into an early grave by the 
next and better product. Nobody will 
celebrate the centenary of the CD. 






















































- citis, in effect, 








, stalled, Bur if Americi $ 
trade deficit starts to widen and Japan's ex- 
porters continue to amaze the world, finan- 
cial markets might run the dollar down 
again. If so, Toronto's smiles will quickly 
fade. 





Aircraft leasing : 
Rent-a-jet 


LOSE to the flight deck of an airliner i is, 

a small plate which names: the owner. 
Increasingly, the name on it is not that of 
the airline in whose colours the aircraft is 
painted, but of a leasing company. One of 
them, International Lease Finance Corpora- 
tion (ILFC), of Beverly Hills, California, an- 


. nounced the biggest single commercial air- 


craft order on May 16th, potentially worth 


i 36. 6 billion for up to 170 aircraft. 


Leasing has become the main meiliodi 
acquiring aircraft. More than half the com- 
mercial jet orders since 1982 have involved 
some form of lease arrangement. Many are 


. long-term leases to finance the purchase of 


an aircraft, with complex deals between à 
consortium of banks and an airline. But 
there is another kind of leasing business, the 
operating lease, lasting from a few months to 
ten years. Operating leases are ILFC’s special- 
ity. 

Airlines used to be in this business 
themselves, by hiring out aeroplanes for 
which they had no immediate use. Then two 
companies, ILFC, founded 15 years ago, and 
Guinness Peat Aviation, started 12 years 
ago and based in Shannon, Ireland, moved 
in. Originally, they mainly supplied used 
aeroplanes to airlines unable to raise the fi- 
nance to buy. Now they. are big customers 
for new aircraft in their own right. 

They raise their funds on internatiorial 
capital markets and repay them.from t 
fees charged to lessees. The trick is to mz... 
sure the aircraft in their "pool" are never 
idle. So far, they have been successful. Ex- 
traordinarily, ILFC boasts that it has only 
ever had two leases go wrong; last year it re- 
ported post-tax profits of $51m, up 55% on 
the previous year. It employs just 16 people. 

The company now has bigger ambi- 
tions. It has ordered 100 aircraft, with op- 
tions for 24 more, from America’s Boeing 
(worth $4.6 billion) and 30 aircraft, with op- 
tions for 16. more, from the European con- 
sortium, Airbus Industrie (worth some $2 
billion). Mr Steven Udvar-Hazy, iLFC's pres- 
ident, says they are to meet the company's 
needs to 1995 and that customers—mostly 
international carriers—are already lined up 
for many of them. The company's recent les- 
sees have included Lufthansa, TWA and 
American Airlines. 

Much of Mr Udvar-Hazy's abdica is 


. based on predictions for continued growth’ 
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Since its founding in 1919, KLM has been a truly 
international airline. Its first flight, in fact, was 
between Amsterdam and London. And today KLM 
serves 133 destinations in 76 countries. World-wide. 

KLM has made the world its home. Achieving a 
reputation as the sort of reliable partner people can 
depend on. Whether that partner is a business man, 
travelling in the comfort of Royal or Business Class. 

Or a tourist, enjoying the total service of KLM's 
complete Economy Class. 





KLM's international network keeps growing. This 
April weekly services to Faro in Portugal and Valencia 
in Spain were added. And in November KLM will 
start a new twice-weekly service to Orlando in Florida. 

Butthen, when you've made the world your home, 
you become accustomed to serving the world. 

Test us, try us, fly us. 


The Reliable Airline KL MI 


Royal Dutch Airlines 
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APT DIGITIZES THE DUTCH TELEPHONE 
NETWORK. 





Telecommunications tech- 
nology is changing more rapidly 
than ever before. 

In The Netherlands, the Dutch 
PTT is responding to this chal- 
lenge by investing heavily in the 
future. They commissioned 
AT&T and Philips Telecommuni- 
cations (APT) to supply a number 
of digital systems to handle the 
greater part of the expanding 
volume of traffic between re- 
gional centres. 

APT is also main supplier of 
subscriber exchanges to extend 
and replace existing telephone 
exchanges and advanced optical 
transmission systems for the en- 
tire network. When completed, 
this project will enable new tele- 
communication services to be 
brought onto the market. 

APT's digitization of the 
Dutch telephone system is just 
one of our current projects. 

We are also currently active 
in providing Saudi Arabia with 


one of the world's most ad- 
vanced national telecommunica- 
tions systems. In the UK we are 
installing an Advanced Free- 
phone network providing toll-free 
calling. APT is also upgrading 
the strategic transmission links 
forthe entire Indian subcontinent 
and supplying various optical 
projects in China. These are just 
a few examples of our current 
major projects. 

APT is one of the very few 
companies in the world with the 
capacity, creativity and resources 
to handle such projects on a 
turnkey basis both now and well 
into the 21st Century. 

If you want to know more 


about APT's workand how itcan . 


affect your future, ask us for our 
brochure. 

AT&T and Philips Tele- 
communications, PO. Box 1168, 
1200 BD Hilversum, The Nether- 
lands. Telephone: + 51 55 875111. 
Telex: 45894. 


AT&T AND PHILIPS TELECOMMUNICATIONS. 
YOUR CONNECTION WITH THE FUTURE. 


















i Hardly. The little screens you see 


dotted around Jones Lang Wootton are 





in fact computer terminals linked to 


: highly sophisticated data bases. 























These little micro marvels can help 
you find the factory, shop or office space 
“you want in a tenth the normal time. 
While you wait on the phone, for 
goodness sake. 

Just give-us the size of the property 
you want, the money you care to spend, 
and the area you'd like it. 

We then key in the relevant data, 
the computer whirrs into action doing 
he sort of things computers do that give 
us humans complexes, and voila. 

A veritable metropolis of suitable 
properties are then churned out for 
four perusal. 

Every JLW computer is linked to an 
intricate communications network. 
This enables us to have on file at 
least 8596 of all available commercial 
properties. 


Ofall types. In all areas. For all price 





ranges. Bottom line: weeks of work 


one in minutes. 






~ But [EW's computer system can 






Save you more than time. 






It can also help you snap up the 


on, ‘using the slow aditional methods. 
of searching. 

It's just one of a smorgasbord o 
features JLW can offer their clients. 

There's also our Property Financia 
Services company, to help you pay for 
your building once you've found it. : 

4$ International offices, for any. 
company looking to expand beyond. 
our shores. 


And our Research Division, whos 


cold facts keep property buyers out o 


hot water. To name but a few. 

But let’s be frank. Jones. Lang 
Wootton realise that technology galore 
and divisions of divisions does not P 
property agent make. 

JLW knows that when it comes 
down to it, an agent's worth to a client 
still depends on one thing. 

Its people. 

Whether they are professional 
Whether they are knowledgeable. 
Whether. they're , nice. 


Ever met a computer that could 





Can 


From left to right: lan King, Malaysia. | 


Actually, they're all 
Australian bankers. 

Or more to the point, they're 
all international bankers 
working for National 
Australia Bank. 

As Australia's fastest 
growing international bank, 
our global representation 
now includes twelve 
Asia/Pacific countries. Our 
managers in Asia all have 
extensive experience in the 


un Kwon, Republi 


identi 
the Australian Ba 


1, Guy Lam Kai Pui, Taiwan; Doug Robertson, Thailand; V 


markets in which they 
operate. And they combine 
that local understanding 
with a thorough knowledge 
of international financial 
matters — particularly in 
dealing with Australia and 
New Zealand. 

National Australia Bank, 


vien Koh, Singar 





er? 





re, Enchi Hiratsuka, Japa 


with over 150 years 
experience and ranking in 
the world’s top 100 banks by 
assets, has both the 
expertise and the resources 
to meet all your financial 
requirements. Just ask your 
Australian banker at the 
offices listed below. 


National Australia q Bank 


National Australia Bank Limite 





Head Office: Melbourne, Telex 30241 NATAUS. Hong Kong, Telex 75315 NATHK Singapore, Telex 21583 NATAUS Japan, Telex 22714 


NATAUS. New Zealand, (National Australia Bank (NZ) Limited), Telex 
Taiwan, Telex 29944 NATAUTPE. Malaysia, Telex 31899 NATAUS 
NATAUS. People’s Republic of China, Telex 22524 NATAUCN Papu 


21776 NATAUS. Republic of Korea, Telex 28844 NATAUS 
Thailand, Telex 20424 NATAUSTH Indonesia, Telex 44749 
a New Guinea, (Bank of South Pacific), Telex 22166 BANK SP 


Other Global Representation: United Statesof America, United Kingdom (National Australia Bank, Clydesdale Bank, Northern Bank), 
Republic of Ireland (Northern Bank [Ireland ), Federal Republic of Germany, Greece 
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NDER rigidly fixed exchange rates 
there can be no such thing as "ex- 
change-rate policy”. In effect, there can be 
no such thing as monetary policy either. 
One of the channels of economic adjust- 
ment under fixed rates is that the domes- 
tic money supply rises (or falls) automati- 
cally under the influence of changes in the 
country's external surplus (or deficit). In 
this sense, monetary control is out of the 
government's hands. Fixed exchange 
rates, in other: words, force. rules on gov- 
ernments which greatly limit their free- 
dom of action. e uu 
Floating rates allow more discretion. 
Finance ministers are free to pursue an in- 
dependent monetary policy—controlling 
the money supply either with inter- —... 
est rates or by other means, and re- 
lying on changes in the currency to 
block any external monetary influ- 
| ences. Governments can use this 
freedom in several ways. For in- 
| stance, they could aim for an infla- 
tion rate that is persistently differ- 
ent - (either higher or lower, 
according to taste) from that of 
their trading partners. Fixed: rates 
deny them this option-~one reason 
that monetarists such as Milton 
Friedman have traditionally: been 
enthusiastic advocates of floating. 
Between these pure cases of rig- 
idly fixed and freely floating rates . 
lies a spectrum of régimes that rely, 
in varying degree, on rules as 
against discretion. The vertical axis 
in the diagram represents this spec- 
trum. The diagram's horizontal 
axis looks at a quite separate 
characteristic: it measures the extent of in- 
ternational co-operation on economic 
policy. Surprisingly; plotting the policies 
of different countries (or groups of coun- 
tries) onto these axes reveals a wide scatter 
across all four of the diagram’s quadrants: 
The clearest case of rules-without-dis- 
cretion is the pre-1914 gold standard. Un- 
der this system, countries set the value of 
their currencies at so many ounces of 
gold; that was that. Moreover, the stan- 
dard required no co-operation. between 
the countries taking part; each simply had 
to operate within its constraints. Rigid 
rules and no co-operation put the gold 
standard at the top left of the diagram. 
The post-war Bretton Woods system was 
only a little less rigid than the gold stan- 








An exchange-rate map, part 1 


Exchange-rate systems usually call for co-operation between govern- 
d/or explicit rules to limit their freedom. Which mixture 
works best? This is the first of two articles that aim to provide anan- 
| swer—as well as an intriguing way to think about the question ; 
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dard: it allowed for occasional currency 
realignments. A bigger difference, how- 
ever, was its explicitly co-operative nature. 
It yearned for, though never achieved, a 
multilateral approach to economic policy. 
In the diagram, Bretton Woods therefore 
sits a little below and far to the right of the 


gold standard. j 


Target-zone regimes, such as the Euro- 


pean Monetary System (EMS), are signifi- : 


cantly less rule-bound: they allow. ex- 


change rates to vary within a prescribed. 
band, and provide for frequent realign: 





ments. However, like Bretton Woods; the 
EMS presumes.a degree of economic co-op- 


eration between its members. This puts it 


in the top-right quadrant: some co-opera- 
tion, some rigidity. Different EMS mem- 
bers face different sorts’ of restriction: 
Holland, for example, pegs tightly to the 
D-mark; France accepts frequent realign- 
ments; Italy has wider currency bands 


than the others. West Germany has more: 


discretion than its partners and faces less 
pressure to co-operate. (It would be possi- 


ble to break up the blobs for the gold stan-. 
dard and Bretton Woods in a similar way.) 
~ Austria’ pegs its currency to.the D- 
mark even though it is not in the EMS: it: 
therefore has a fairly rigid exchange-rate’ 
rule, but without the co-operative appa- 





- one too, because in agreeing to stabilise 












ratus. A little farther down come coun: 
tries such. as Hongkong, which pegs. its 
currency to the dollar, and thus adopts a 
self-imposed rule-—but arguably witha. 
weaker conviction that the peg must stick. 
Britain's oscillating exchange-rate policy. 
comes next. For-much of the Tories’:time. 
in office the approach has been float-as: 
we-see-fit; lately it has veered to and fro 
between that and peg-plus-co-operation: 
(The most recent confusion over sterling 
is discussed on page 97) 

At the no-rules, non-co-operation cor- 
ner of the-diagram lies policy towards the. 
dollar during President Reagan's -first 
term in office. The Plaza agreement: of 
September 1985 marked a shift towards 
greater. co-operation, but added. virtually. 
nothing in the way.of.rules. The Louvre 
accord of February:.1987 was another. 
move tó-the right, but this time an upward 


exchange rates the partners en: 

dorsed targets of a sort. The 67 f- 

^, nance ministers insist that-co-oper- 

“ation will continue to evolve, and 
some want to add “automaticity” 
(ie, more rules): hence the upwardly 
mobile dotted line. Down in the 
bottom-right of the chart lurks the: 
Bonn summit of 1978, the best ree: 
cerit example of ambitious co-oper- 

* ation against-a background of float 
ing exchange rates. - 

If experience, as represented in. 
the diagram, is any guide, govern- 
ments do not see rules as a substi 

* tute for coöperation. In the past 
they have chosen lots of both, lots 
of one with little of the other, and 
little of both. "No region of the ` 

"chart stands: out as the. most suc- 
cessful. The top-right quadrant of- 
fers an intuitively appealing: belt- 

;and-braces approach. It also. boasts.” 

the Ems, which many regardas a model of... 
successful exchange-rate’ management: 

And.it contains Bretton. Woods, which: 

lasted for almost:30. years but eventually 
collapsed under its own weight. Equally, 
the gold standard (top-left) has its advo- _ 
cates. Many believe that Britain's ex- 
change-rate policy after 1979 (bottom-left) 
was necessary for success against inflation. 

And ministers now put their faith in an 

evolving Louvre accord (bottom right). : 7 
^ Jfallthis seems frustratringly inconclu- 

sive, it is partly for lack of a clear defini- 
tion..of "success" in exchange-rate man- 
agement.’ Next week's Economics Focus 
will start-with that question, and then use 


the answer to make this week's diagram 


much more revealing. : 
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in the demand for air travel. Suppose that is 


well-founded: why should airlines want to 
. lease aeroplanes rather than buy them? 
_ First, aircraft prices have soared; Boeing's 


latest 747 costs about $125m (provided you 
order several of them). Some big airlines 
find it difficult to arrange the finance 


- needed to replace their existing fleet or to 


expand. They are already spending huge 
sums on other expensive equipment, such as 


- computer reservation systems. 


Second, by leasing aircraft the airlines 


gain the flexibility to respond to changes in 


the market. When fuel prices change, it may 


. make sense to switch from one aircraft to an- 


other. Smaller airlines, moreover, cannot 


_ get the discounts of a big carrier, or obtain 
positions in the production line that fit their 


ps Leasing firms can remove this worry 
om them. 
The leasing companies are not new 


- boys. Boeing sold its first aeroplane to a leas- 
- ing company in 1965; since then lessors 
have ordered 284 jets out of a total of 6,225 
. made by Boeing to March this year. Airbus 


sold its first aircraft to a lessor in 1986, 


though, until now, lessors have accounted 
for only 5.996 of its total sales. The picture is 
rapidly changing. Lessors took 1896 of 
Boeing's 1987 total and have account for 
more than 1496 of the sales of Airbus's latest 
model, the A-320. 

The manufacturers are having to get 
used to the peculiarities of the leasing com- 
panies, not least their preference for certain 
kinds of aircraft. Of the 100 aircraft ordered 
by iLFC from Boeing, 78 of them are work- 
horse 737s, rather than jumbos. Leasing 
companies will account for about 25% of fu- 
ture commercial aircraft orders. This will 
soon give them as big a say in what aircraft 
look like as airlines. Carriers like aircraft to 
be tailored to their own specifications. The 
bells and whistles they ask for cost money, 
and may not be the ones that another airline 
likes. Leasing companies do not bother with 
them. But such extras are an important 
source of profits for the manufacturers— 
something that, when they have finished 
ILFC's champagne, Boeing and Airbus might 
ponder. - 








Computers 


The Unix wars 


^ hs. computer industry is squaring up 
for a fight. On one side is America’s 
AT&T. Its opponents, which formed an 
organisation called the Open Software 
Foundation on May 17th, are led by IBM. 
They are vying for control of a piece of soft- 
ware called Unix. Sales of computers that 
depend on it are worth $7 billion each year, 
but the battle is more important than that. 
It will settle how IBM and the rest adjust to a 
world in which the customer is master. 

The brawl has been brewing since AT&T 
announced last year that it was going to 
write a new version of Unix to suit every- 
body. It teamed up with Sun Microsystems, 
a Californian company which specialises in 
selling computers designed around Unix. 
Since then companies such as Unisys an ` 
Britain's ICL have joined the AT&T club. 

Other computer makers fear that the 
special knowledge acquired preparing this 





Success and succession at BP 


S THE chairman of British Petroleum 

about to leave his job? Sir Peter Wal- 
ters, now aged 57, would like to quit be- 
fore he is 60. In January he became deputy 
chairman of National Westminster Bank, 
after almost seven years on its board. Lord 
Boardman, National ^ Westminster's 
present chairman, is expected to step 
down next April. Sir Peter has been 
tipped as his successor. But this month, at 
a private meeting of BP staff, Sir Peter 
made it clear that he would be in the sad- 
dle a year from now. 

Sir Peter, a modest chap who buys off- 
the-peg suits from Marks and Spencer, 
has transformed the world's third-biggest 
oil company. In the past year BP has spent 
$7.6 billion buying the 45% of America's 
Standard Oil it did not already own and a 
further £2.4 billion ($4.5 billion) to snare 
Britoil, Britain's biggest independent oil 
producer. Britoil has boosted BP's flagging 
oil reserves by a welcome quarter. 

Most people will, however, remember 
1987 as the year that the British govern- 
ment's sale of its 31.5% holding in BP went 
disastrously wrong. The Kuwait Invest- 
ment Office promptly picked up 22% of 
the company, a stake now under investiga- 
tion by the Monopolies and Mergers 
Commission. (The Kuwaitis failed to take 
Sir Peter’s hints that he could live with a 
lower shareholding—perhaps of around 
15%.) Sir Peter advised against the gov- 
ernment’s sale; he is now having to pick 
up the pieces. 
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A central part of his strategy is to 
emphasise BP's international standing. 
More than half the company's assets are 
in America, and "BP" is nudging aside 
"British Petroleum" as the company's for- 
mal title. Later this year the corporate 
logo will be gently restyled. 

Whenever it ends, Sir Peter's will be a 
hard act to follow. Eager to try are Mr 
Robert Horton and Mr David Simon. Mr 
Horton was sent to shake up Standard Oil 
in April 1986. When BP swallowed the rest 





Nice suit, Sir Peter 


LIEN 


of Standard last year, Mr Horton took 
over as chief executive of BP America. He 
is now its chairman. Mr Simon is the 
main-board director for finance; he is re- 
spected for his work on last year's share 
sale and for planning the Britoil takeover. 
Both men will be 50 next year—the same 
age as Sir Peter when he became chair- 
man. Insiders are split on who will win, 
but most reckon Mr Horton has the edge. 
Watch for the retirement of Mr Peter 
Cazalet, deputy chairman of the com- 
pany, early next year. If tradition holds, 
his successor will go on to become 
chairman. 

Whoever wins is in for an exciting de- 
cade. After a brief period of consolidation 
this year, sprucing up its image and selling 
around £1 billion-worth of assets to cut its 
36% debt ratio, BP is likely to go shopping 
again. It is especially keen to buy a refinery 
and retail outlets on the west coast of 
America: at present, oil from its Alaskan 
wells has to be shipped through the Pan- 
ama Canal. 

By the late 1990s Bp will be looking 
worryingly short of oil reserves unless its 
exploration efforts yield another Prudhoe 
Bay or it buys another Britoil. However, 
BP is developing a process to convert gas— 
which it has masses of—to petrol. Not a 
company to brag, BP is quietly confident 
that it has cracked the chemistry—and 
that a full-scale commercial process would 
be viable if oil cost about $5 a barrel more 
than it does today. 
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new Unix will help the AT&T-Sun duo win a 
large slice of buoyant Unix sales. Interna- 
tional Data Corporation, the American 
computer analysts, expect these to be worth 
more than $20 billion, or a 23% share of the 
world market, by 1991, double the share of 
Unix today. Over the next 18 months, $17 
billion will be spent on Unix computers by 
the American government alone, 
Companies in the new foundation 
think they have more chance of winning 
such contracts with their own version of 
Unix, and have now got together to write 
one. The list of members is impressive: IBM 
have been joined by Digital Equipment, 
Hewlett-Packard, Apollo and three Euro- 
pean companies, Groupe Bull, Nixdorf and 
Siemens. Between them they account for 
more than 40% of the computer industry's 
worldwide revenues. Curiously, the Gartner 
group, an American computer analyst, reck- 
ons that their share of the relatively small 
~ nix market is proportionately much less 
an this, probably only around 2096. So 
why does Unix matter so much to them? 
Unix is an operating system, whose job 
is to oversee applications such as collecting 
data from memory, or sending something to 


be printed out. Most operating systems are 
protected by intellectual property rules, and 
belong to one manufacturer alone. Since 
any application is designed to work with a 
specific operating system, once a customer 
has chosen an operating system and bought 
the applications software to go with it, he is 
stuck. Any new equipment must come from 
the same manufacturer. lt is a sort of 
monopoly. 

Or was. Customers now want different 
makes of computer to be able to talk to each 
other and run each other's programs. The 
days of operating systems controlled by one 
company are fading. Hence the growth in 
Unix; AT&T has licensed it to many compa- 
nies which have then sold Unix-based 
computers. 

Unix matters to the members of the 
Open Software Foundation. If they control 
Unix, they can make sure that any new ver- 
sion of it suits their old operating systems. 
They hope it will mitigate the decline of 
their own operating systems. Moreover, un- 
certainty about the future of Unix might en- 
courage users to stick with the old systems a 
while longer. That would not disappoint IBM 
and its little club. 


== ——. 





Factory automation 


Living with smart machines 


Is the ruere “ogee, replacement of workers by machines going to slow 
er t 


down? Consid 


HE first generation of robots was 
brought into car factories about a de- 
cade ago to replace workers and cut costs. 
These automatons repeated one or two 
tasks—welding, say, or nut-tightening—on 
a single car on one long production line, 
endlessly and flawlessly. Ten years later the 
»st advanced robots are capable of lots of 


Which is the robot? 
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tasks; they operate in parallel, switching 
from one model to another as different cars 
flow down the production line. 

These machines have increased skills all 
round: all workers have to know how their 
robots work. This, in turn, has meant up- 
grading the jobs of workers and a blurring of 
the distinction between unskilled and 


skilled. At one of the world's most auto- 
mated car factories—Fiat's Cassino plant, 
where robots carry out 5596 of the final as- 
sembly of the new Tipo car—each worker 
has had at least 200 days' training. 

The pain of new ideas can be great. 
When Ford's British factories went on strike 
in February this year, the conflict was not 
primarily about wages but about the new 
skills which threatened to upset established 
hierarchies. In many companies the main 
reason for introducing new robots in the 
first place was to get past such difficulties. 
Robots at Britain's Rover Group and Italy’s 
Fiat have cleared away union-set demarca- 
tion lines. 

The second feature of the new ma- 
chines, however, is that they are not so la- 
bour-saving as the old ones. As the chart on 
the next page shows, in Fiat's factories the 
first generation of automation cut manning 
levels by half; in the second generation— 
the move from semi-automated factories to 
complete automation—the manning level 
fell by only 2096. If this is a good guide to the 
future of manufacturing work, then the of- 
ten-expressed worries—that robots will take 
over factories, leaving a few computer scien- 
tists in charge and the rest of the workforce 
unemployed—are too pessimistic. As auto- 
mated factories become more complex and 
more reliant on computers, the quality of 
the staff, rather than cuts in their numbers, 
emerges as the vital issue. In a survey by 
Ward 5 Auto World, an American month- 
ly, engineers placed training as their over- 
whelming priority, well above new 
technology. 

General Motors is the worst example of 
a company that set out to save labour, and 
then found that it was using its remaining 
workers inefficiently. Between 1980 and 
1987 GM spent $42 billion re-equipping old 
factories and building seven completely new 
ones. Despite these brave investment drives, 
GM's market share is declining; so are its 
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profits and its return on equity. Among the 
many signals of GM's woes, one stands out: 
last year it discovered that one of its most 
automated plants, a $500m truck factory at 


Hamtramck, Michigan, which is operated 


with the help of more than 300 robots, had 
lower productivity and poorer quality-con- 
trol than the labour-intensive plant at Fre- 
mont, California, which GM runs in a joint 


To catch a thief 


1979 
MANPOWER LEVEL: 50 
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ET Retooling 


HEFT at work is less visible and less 

violent than theft on the streets. But it 
can be just as damaging. Some believe that 
the annual loss in Britain could be as high 
as the £1 billion ($1.85 billion) which the 
Home Office reckons is shoplifted every 
year. The criminals are a surprising 
bunch. Arthur Young, a firm of manage- 
ment consultants, did a survey of “in- 
sider" fraud cases reported to the police 
by large British companies. It found that 
2996 of the offenders were company man- 
agers; only 1996 were accounts officials, 
1396 sales personnel, and 396 computer 
operators. 

Permetric, a young British firm, thinks 
it has a way for companies to reduce theft 
by employees. It does not rely on high- 
tech snooping gadgets but on a low-tech 
questionnaire given to job applicants. The 
questionnaire (which includes teasers 
such as "Do you worry about being a fail- 
ure?" and “Have you ever cheated in an 
exam?”’) was devised by Mr Paul Barrett, a 
research fellow at the Institute of Psychia- 
try in London. The applicant's answers 
are compared with a template of the an- 
swers from a sample of over 1,000 British 
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venture with Japan's Toyota: 

This lesson applies to all manufacturers. 
Mr John Krafcik, of the Massachusetts Insti- 
tute of Technology, has made a comparative 
study of the effects of automation in 31 car 
plants in Europe, America, Japan, Brazil, 
Taiwan and South Korea. His remarkable 
conclusion is that "levels of technology have 
nothing to do with productivity." His proof 


prisoners, most of them convicted for 
theft. From the closeness of the fit, 
Permetric gives a rating of the applicant's 
attitude to honesty. 

Over the past 30 years the technique 
has been used in America by many com- 
panies including Atlantic Richfield, Ken- 
tucky Fried Chicken and United Airlines, 
It makes some proud claims for itself. 
Over a three-year period in which a large 
DIY chain used the test on some 4,000 job 
applicants, the company reduced its 
"shrinkage" (an American expression for 
theft plus loss from damage, etc) from 496 
of sales to less than 2.596. 

How scientific is the view that crimi- 
nals have a distinct psychological profile? 
Britain's Home Office is agnostic, but has 
given a grant to the University of Surrey 
to continue looking into criminal profiles. 
Marks and Spencer, one of Britain's best 
employers, thinks the tests are unnec- 
essary. Its shops lose about £1m a week 
from shrinkage, but the firm says. that 
only a small proportion of that is from em- 
ployee theft. It believes that “‘if you select 
people who are literate, numerate and 
with good personalities, then the likeli- 


Metropolitan Police 





lies in the reasons behind the big exception 
to the rule: Japan. 

The Japanese plants included in his sur- 
vey had twice as many different models flow- 
ing down their production lines'as their 
American and European rivals. Mazda's 
main plant at Hiroshima, for example, 
makes four completely different models on 
one line. In contrast, factories in Europe 
and America fitted with state-of-the-art 
manufacturing equipment use them to make 
only one or two models. 

The Japanese companies make more 
models because they give workers more 
responsibility for production decisions. 
They learnt to do so when they first intro- 
duced their “just-in-time” system of inven- 
tory control, This keeps costs down by mak- 
ing warehouse managers keep track of every 
item in stock and know exactly how much to 
order when. 

In the same way, flexible manufacturing 
systems work at full capacity only if produc 
tion workers are able to take complex schec. 
uling decisions about which car they (or 
rather their robots) should work on at any 
one time. Japanese workers are expected to 
move among a number of machines and 
work stations. Union-set demarcations are 
non-existent. 

Japanese workers have adjusted to the 
idea of fully automated plants much more 
easily than workers elsewhere. The Japanese 
say this is because their consensus-seeking 


á entitled to 


be the, 
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n thief? 





hood is that they are not going to be 


thieves.” 


Mr Barrett, though, is convinced that 
there is a ' ‘prisoner type". He says such a 
type is uncaring and aggressive, with a dis- 
regard for danger and a tendency to enjoy 
making fools of others. Sounds just like 
the boss. 
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management style has long encouraged 
workers to take responsibility for what they 
are doing. “The challenge,” argues Mr 


Ramchandran Jaikumar; an associate profes- - 


sor at the Harvard: Business School, "is to 






develop 





production of goods. Choosing projects 


. that develop intellectual and physical assets 


is more important than monitoring the costs 
of day-to-day operations." 
z 





Japanese foreign investment 


Sushi and enchiladas 


MEXICO CITY AND SAO PAULO 


Japanese investors sometimes seem to find the world rather cramped. They 
are already so familiar with America and Europe that the more adventur- 
ous are sanogi look elsewhere. The rest of the planet looks problematic: 


Africa too bac 


ward, the socialist countries too, well, socialist. This article 


in our series on Japan’s economic diaspora looks at what is left: Latin 
America and, in particular, Brazil and Mexico 


No MITI master-plan is required 
to make these two countries 
. targets for Japanese capital. 
. Japanese banks are owed. $16 





economy; they have lent Brazil nearly $12 


billion. Moreover; Latin American cour , 


tries are ámong the few whose currencies 
have fallen against the dollar in the past 
three years. Hence if investors can overcome 
local disadvantages, the two biggest Latin 
economies appear to be good spots from 
which to export to America. 

However, Japan’s direct investment in 
the region is still relatively puny. The Japa- 
nese account for only $1.3 billion of Mexi- 
co's $21 billion-worth of foreign direct in- 
vestment, about a tenth of America’s share. 
Investmerit in Brazil is exactly twice as great, 
putting it, at the end of 1986, third behind 
America ($8 billion) and West Germany 
($4.3 billion). The reason for these low fig- 
ures is simple: even more than most multi- 
national businessmen, the Japanese hate for- 

in-investment restrictions. Mexico and 
Drazil have plenty. Brazil's domestic-content 
laws, for instance, require 85% of the value 
of a car to. be made locally. 

There are cultural clashes too. The Japa- 
nese do nót disguise their dismay at local at- 
titudes towards quality control and punc- 
tuality (in Mexico, "just in time" has a 
rather un-Japanese connotation). Nissan's 
engine plant in Cuernavaca, south-west of 
Mexico City, was shut recently by a strike 
called, among other reasons, because work- 
ers objected to obligatory morning choruses 
of the company song. And at a recent semi- 
nar held in Sao Paulo, Japan's ambassador 


to Brazil, Mr Koichi Komura, tóld the audi- 


ence that with the exception of a minority 
of businessmen who know Brazil, the reality 
is that nobody wants to invest in a country 
where chaos seems to reign." (He subse- 
quently claimed he meant “‘great confusion" 
not "chaos"). 









MB billion of Mexico's $100 billion . 
debt, their biggest stake in any third-world. . 


le, Nicer than yanquis? 
` Japan's foreign direct 


Despite these. problems, Japan. contin- 


ues to invest more in both countries. The 
Japanese offer benefits. Their firms are often 
new to Latin America, and provide older 


companies with needed competition. In — 
..Contrast, any new investment by an Ameri- 


can or European- investor is likely to repre- 
sent expansion by companies that have 
been serving the domestic market for de- 
cades. The Japanese also provide a counter- 
weight to the Yanquis. 

From Japan's viewpoint, the two coun- 
tries differ. Mexico offers oil, a fast-growing 
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Pacific seaboard and a low-cost base for ex- 
porting for America; Brazil has farming, 
metals and a buoyant home market. 
Japan's investment in Mexico is concen- 
trated on the Pacific coast. Virtually every 
big new industrial development and port 


‘there is being developed with the aid of Japa- - 


nese capital and with an eye towards Japa- 
nese-Mexican trade. In Tijuana, the biggest 
new “maquiladora” assembly plants are 
owned by Japanese electronics companies. 
In Baja California to the south, Mitsubishi is 
co-owner of the Essa seasalt works. Farther 


down the coast are the port of Lazaro Carde- . 





and manage physical assets, not the — ‘nas, with a steel mill where Kobe Steel i 

















































largest secondary manufacturer; and S. 
Cruz, Mexico's only. Pacific: oil. termin 
which is being expanded with the help of 
billion from the Japanese government. 
Pacific investment will continue. Mr Car! 
Salinas de Gortari, who will be the country’ 
next president, is a great believer in Me 
co’s Pacific future; his children attend a Jay 
anese-run school. i 
Whereas Japan's investment on Mex 
co's Pacific coast is designed for export, i 
Brazil it aims at the domestic market. Oft 
this is because government policies ha 
been biased against foreign exporters. W 
Japanese consumer-electronics firms ca 
to Brazil in the 1970s, they had to build thi 
factories in the heart of the Amazon jung 
in Manaus; the then military governmen 
wanted to encourage development there. 
The result, the “Manaus free zone", 
model of how not to run a regional-develc 
ment policy. The factories’ main custom 
ers—the middle classes of Sao Paulo: an 
Rio de Janeiro—are 1,600 miles away, ar 
heavy transport costs have to be offset by a 
indefinite tax holiday. The costs of build: 
electronic goods in the Amazon are so 
that, even with a strong yen, the Japanes 
can still export goods to other Latin Amer 
can countries more cheaply from Japan tha 
they can from their factories in Brazil (whic 
are anyway 51% owned by Brazilians). $ 
exports are piffling. E 
This sort of experience has persuad 
the Japanese not to invest in car factories: 
all, even though Brazil's love affair with th. 
motor car is as passionate as Americ 
True, both Honda and Toyota have fa 
tories in the country, Honda for motorbik 
and Toyota for rugged vehicles that do we 
in rural areas. But neither produces cars; d 
spite requests from the government to do s 
In contrast, the largest and oldest Jap 
nese investor in Mexico is Nissan. The co 
pany recently surpassed America's big thr 
and the traditional leader, Volkswagen, 
terms of domestic sales. It is expanding 
ports, shipping Mexican-made engines and 
parts to American and Asia. And in the 
usual. fashion, Nissan’s suppliers—Kanto 
Seiki is the latest—are crossing the Pacific to 
set up their own production lines. — 
If Brazil decides to encourage Nis: 
style exports through liberalisation, 
be able to count on at least one attractior 
that Mexico cannot match: nearly 1m.peo- 
ple of Japanese descent live in Brazil, most: 
in the state of Sao Paulo. Their fathers and 
grandfathers started coming to Brazil 80 
years ago to. work the land. Now they are 
responsible for the great variety of vegeta 
bles that Paulistas enjoy and for numerous - 
sushi bars. Although they may not speak : 
perfect Japanese, they help Japanese inves- 
tors to feel slightly more at home in Brazil 
than in any other country. 
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MARKS AND SPENCER p.l.c. - 


bas acquired . . 


Tbe undersigned acted as financial advisers to 
Marks and Spencer p.l.c. in this transaction. 


S.G. Warburg & Co. Inc. S.G. Warburg & Co. Ltd. 
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A hard sell ahead for America's 


retail brokers 


NEW YORK 


Wall Street's securities houses are waking up to a secret they kept so well 
that many had forgotten it themselves: if you run a private-client business 
the proper way, it can be the hottest game in town 


HARLES MERRILL, the man who 
took investment.to the American high 
street in 1914, would not have approved. 
Merrill Lynch failed to make the bumper 
ofits it should have in the 1982-87 bull 
market. Like many big Wall Street brokers, 
it could: not resist trying to become a high- 


flying investment bank, catering mainly for . 


institutional and corporate clients. 
The result: private-client business 
took a back seat, equity bases and 
costs grew faster than profits, and 
some brokers have found themselves 
in deep trouble. K 
E.F: Hutton, once a successful 
old-fashióned broker, had come to 
grief even before last October's 
stockmarket crash pushed it into the 
arms of ‘rival Shearson Lehman. 
Leaner rétail firms—brokers and in- 
dependent mutual fund companies 
which stuck to their trade—did much 
better at keeping their costs down. 
For example, A.G. Edwards, a St. 
Louis-based broker whose business is 
largely with private clients, earned an 
^-nual return oñ average equity of 
% between 1982 and 1987. Over 
the same period, Merrill Lynch man- 
aged returns of 11.8%. B. 
High returns on traditional retail 
-business will be harder for anyone to 
make following the slump in commis- 
sions after the October crash. Com- 
‘mission: revenue on Wall Street bal- 
loohed in the last two years of the bull 
market, but it is now unlikely to grow 
faster than the average 3% à year at which it 
has grown. since fixed commissions were 
abolished on May Day, 1975.. Yet, despite 
the growth in the 1980s, commission reve- 
nues account for a declining proportion of 
the brokerage industry's total revenues: 
:3696 in 1987, compared with 46% in 1980. 
Big brokers are losing to discount: brokers 
(which provide a cheap, few-frills dealing 
service) and regional firms. Discount bro- 
-kers handled about 15% of private clients’ 
trades in 1987, compared with 5% in 1980. 
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«Have the big, so-called full-line, brokers 


missed the boat? Broking is a changing © 


game. Increasingly, it will have less to do 
with generating commissions and more to 
do with investment management. One rea- 
son is America’s aging population; as the 
country’s baby-boomers grow old, today’s 
big spenders will become tomorrow’s bigger 
savers and investors. 





A second. reason is that investment in 
shares and bonds account for a declining 
portion of people's savings. A bigger chunk 
goes into.money-market and other mutual 


funds, chequeing and savings accounts, pen- 
sions, insurance “policies and mortgages. 


Full-line firms’ networks of local offices have 


already proved a natural funnel for sales of | 
equity, bond and money-market mutual. 
funds. These exploded in the bull market. In: 
1982 sales were worth $16 billion; last year, ` 


$250 billion. Over the same period, mutual- 


fund assets nearly trebled to $800 billion. 
















Now brokers want to provide more ol 
these services. If America's large stockbre 
kers, eg, Merrill Lynch, Shearson Lehma 
Hutton, Paine Webber, Prudential-Bac 
(owned by Prudential, an insurance com 
pany) and Dean. Witter (owned by- Sear 
Roebuck, a retailer), handle this push in 
investment. management right, they hz 


-the chance to catch another boat. 


Those brokers at the quayside say thei 
aim is to manage clients’ balance sheets. 
pompous phrase, butone that gives a clue a: 
to the scope:of their intentions. They n 
longer see themselves as commission-driv 
hustlers but, in the jargon, "asset-gathet 


- ers". These assets can generate sizeable fi 





Merrill Lynch pulls in. $400m a year from a 
visory, custodian and management fees. - 


s Gathering the assets eos 


The business of asset-gathering is: 
ting the big retail houses against 
- traditional providers of many of the 
services—commercial banks, insu 
.. ance companies and thrifts. Yet th 
battle, at least against banks an 
thrifts, has been partly won. In 197 
Merrill Lynch was the first to launch 
cash-management account: simpl 
money-market fund paying a rate 
interest, against which cheques ca 
be written. Since then, the value | 
such short-term funds has risen t 
fold to over $300 billion, accounting 
for around two-fifths of all mutus 
fund assets; the remaining three-fift 
- “are split -more or less equally betwe: 
-equity and long-term bond funds.. 
- -. & These money-market funds ai 
"important to: brokers (and the han 
' ful of big independent mutual-funi 
“companies. with their own distribu- 
tion network). They generate annual 
fees equivalent to around 0.45% of 
the funds and offer. a bolt-hole to i 
vestors who suddenly find individu: 
shares and other riskier mutual func 
within the same group too hot to ha 
‘dle. (Switching between funds wit 


the same family usually costs little or not! 


ing.) Such a set-up helps keep money out of 


* the banking system during waves of rede 


tions. In:the three, months following the 


. crash, money-market funds grew by 12%, 
“bank and thrift déposits by just.1%. Effec- 


tively, broking firms have created a banking 


"system outside the traditional one, shifting _ 
‘cash between one sort of deposit and 


another; : ug 
“Merrill Lynch manages $80 billion of- 


: mutual funds, Shearson Lehman Hutton 
- $40 billion and Dean Witter $36 billion. Al- 
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nce the stockmarket crash, mutual funds 
re currently growing at an annual rate of 
0%, compared with 24% between 1984 
nd 1987. That ought still to be enough for 
he big three to earn a return on the smallish 
ipital:committed to that business: of 20- 
5% this year. And beyond? Those high 
ofit margins cannot.be sustained. 

Competition will not come from com- 
ercial banks; even when the Glass-Steagall 
\ct (which forbids those banks from under- 
ng mutual funds) crumbles. They géner- 
lly. have. neither the mass-marketing nous 
or the ear of the investor. It will come from 
he large independent -mutual-fund compa- 
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hough investors have been more cautious - 





| nies, which have both. The largest of these, : 


Fidelity Investments (see box), rivals Merrill 
Lynch in the size of its assets under 


. management. 


These companies will put pressure on 
the profit margins of the retail houses. They 
market families of funds independently, and 
these mostly cost less to buy than the retail 
brokers’: Unlike most brokers, firms like Fi- 
delity and Dreyfus Corporation aggressively 
sell funds that generally have little or no 
front-end charge—so-called “deferred-load” 
funds; Instead, they charge an annual man- 
agement fee and.a penalty should the inves- 
tor want to sell, say, within four years. 

Increasingly, brokers will be. forced to 





provide and mái ker thei ov 
ferred-load fun 





kers. Sales of front-end mutual funds ac- 
counted for 24% of their entire retail com- 
mission revenues in 1987, compared with 
2% in. 1980, according to Mr Michael 
Goldstein of Sanford G.. Bernstein, a.re- 
search house. As brokers increasingly com- 
pete with the independents selling low-fee 
funds, profit margins will decline. 


A costly business 


If Wall Street's retail brokers are to thrive, 
they will:have to make more of their: natural 
channels of distribution to market other ser- 
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BOSTON 


J IDELITY Investments, a private, fam- 
ily-run company based in genteel Bos- 
* ton, is an example of how to make money 
out of private clients ina way that the big 
;securities houses have cause to envy. In 
the 1950s and 1960s Fidelity ran funds 
that were marketed by others—that is, by 
-retail brokers. That stopped in the 1970s 
when stockbrokers began to market their 
own funds, so Fidelity (like other firms 
such as Dreyfus, Puttnam and T. Rowe 
= Price) was left to fend for itself. The rude 
; awakening was its blessing. Aiming to at- 
tract the richer, more. savvy. investor, it 
now has.$81 billion of mutual funds in its 
care. CE 

Although Fidelity is building up its 


..present), it sells only a third of its funds 


it cares. The one on Park Avenue has 


~ than a business. The bulk of that; as with 











Call us, we won't call you -- 






“own branch network (it has 54 outlets at- 


‘through them. It-has branches mainly to. 
remind customers that it is there, and that’. 


more the air of a shoppers’ social club: 


other independent firms, is handled. on = 






















Fidelity keeps the faith 


toll-free telephone numbers. By letting its 
, customers place the business themselves, 
Fidelity saves on salesmen's high salaries. 
Fidelity's recipe has three ingredients: 
stylish and often aggressive marketing (all 
its advertising is handled in-house); state- 
of-the-moment technology to tun cus 
tomer accounts and a smooth back-office; 
and the performance and cost of its funds. 
Several of Fidelity's equity funds. have 
been among the industry's best perform- 
ers over the past 5, 10, and 15 years. Mr 
Péter Lynch, the manager of the most suc- 
cessful, the $8.5 billion Magellan Fund, is 
far. better known in the industry than is 
Fidelity's low-profile chairman, Mr Ed- 
ward Johnson. Near. to Mr Johnson's of- 
ice is what was his father's sanctum, a 
ge room:at the top of Fidélity's head- 





quarters plastered with stockmarket and 


‘other charts that go back to. America’s 
independence. MEE 
Fidelity also runs.a discount. broker 


_ (one of the five largest: which, between 


them, handle four-fifths of all. discount 






trades). This dovetails neatly with its mu- 

tual-fund business because of .the com- 

puter systems that move clients’ money. 
between money-market funds and broker- .. 
age accounts. Apart from this, the two | 
businesses are run separately. . 

Investors complain that. during. the 
stockmarket crash they got a poor service 
from ‘discount brokers, either because 
their calls were not answered, or their 
trades not executed. Fidelity denies this, 
saying that on. Monday, October. 19th, 
just 6% of the 500,000 customers who 
telephoned to Fidelity hung up before 
their call was answered, compared with an 
average of 196 in more normal times. The 
several tens of thousands of customers 
who used Fidelity’s 24-hour. service by 
lodging orders over the weekend. had 
them executed on Monday morníng. Fi- 
delity says the. only snarl-up came in the 
last hour of trading that day, when 4,200 
orders remained unexecuted until the fol- 
lowing day. 

But Fidelity's business has still been 
hurt. Several of Fidelity's most popular 
equity funds were aggressive and. risky 
ones. They raced ahead in the bull market 
and dived farthest during.the crash. And 
most of the current investors in the Ma-.. 
gellan Fund joined the party only in the 
last months of the bull market. However, . 
Fidelitys main attraction, the ability to 
switch among a family of funds at no cost, 
passed the test of the crash. Though re- | 
demptions from the Magellan Fund were | 
heavy in the week of October 19th, net. 
redemptions from the whole. Fidelity... 
group were just 296 of its total assets. ; 

Like Wall Street firms, Fidelity laid off . 
staff earlier this year—800 people, 11% of ^. 
the total. It has also halved its advertising. 
budget, the simplest. and. easiest cost to. . 
cut. That has worried. some of Fidelity’s .. 
managers who fear that Fidelity might be. 
forgotten by many investors when the re- 
tail business finally picks up. As. one in- 
sider says: "When you leave a market, it is 
almost impossible to go back in.” 
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Consistently — — 
competitive pricing. 


At Chase, we're leading market 
makers in all foreign exchange 
products. 

Which means that because of our 
sheer volume of trading, you can always 
be sure of a consistently competitive 


© 1988 The Chase Manhattan Bank, N.A./Member FDIC 


quote, on Spot, Forwards or Options. 
So when the market is volatile, 
you can act quickly without wasting 
precious minutes checking a number 
of quotes. 
Our size also means you can 


rely on us to handle your orders in 
any of the world’s major, minor 
and exotic currencies, in any marke 
conditions. 

Of course, the Chase foreign ex 
change service is global, with tradin 





Y, Yi 


A 


y y 


perations in all of the world’s key 
nancial centers. 

So if your trading requires you to 
ilk directly to Tokyo, for example, we 
ın arrange for a trader in our Tokyo 
ffice to handle your trades and to 


quote prices 
It's a 24-hour service, so you can 


call a Chase location, anywhere in the 


world, around the clock. 
Or you can arrange to have a trader 
at the Chase location of your choice call 


you at any time. 

Foreign Exchange: another quality 
service from Chase, a leading global 
financial institution that offers a full 
range of commercial and investment 
banking services. 
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IN BRUNEI, 
SHERATON CHECK EVERYTHING 
Our BEFORE You CHECK IN. 


At the Sheraton Utama in Brunei 
Darussalam housekeeping is very important. 
Yet ifit is done right, most guests never notice. 

Checking there are the right number of 
towels in the bathroom and a full complement 
of toiletries. The wardrobe has plenty of hangers. 
The TV is tuned to the right channels. The 
airconditioning won’t tum an empty room into 
an icebox. The magazines are current. The 
small details. 

This is not the only reason you'll want to 
stay with Sheraton, of course, but it is typical of 
our attention to detail. We know that the 
difference between an average hotel and a very 
good hotel is often just a lot of little things. And 
at Sheraton, little things mean a lot. 

For reservations, call your nearest 
Sheraton Hotel or Reservations Centre. 


Sheraton Utama Hotel 


Tretowitéih coop ct prium 


Jalan Bendahara, Bandar Seri Begawan 2087, Negara Brunei Darussalam 
Tel: (02) 44272 Telex: (809) 2306 Cable: "SHERATON" Telefax: 24579 SHERBRUNEI 





AT SHERATON LITTLE THINGS MEAN A LOT * AT SHERATON LITTLE THINGS MEAN A LOT © AT SHERATON LITTLE THINGS 


Ub 


N SONIHL 3111011 NOLYYJHS 1V * LOT Y NY3W SONIHL 3111/1 NOLVN33HS 1Y 





BILKENT UNIVERSITY 


Summer Program: June 13-July 15 
ADVANCES IN DYNAMIC MACROECONOMICS 


AND ECONOMETRICS 
Courses: Lecturers: 
Topics in Macroeconomic Theory Thomas Sargent 
Hoover Institution 
Monetary Theory and Policy Rüşdü Saracoğlu, Governor 
Central Bank of Turkey 
Econometric Research and Frank Diebold 
Business Cycles Federal Reserve System, 
Washington, DC 
Topics in Applied Forecasting Salih N. Neftçi 


Graduate School, City Univ of NY 
Sponsored jointly by: 
The institute of Graduate Studies 
The Institute of Economic Research and Forecasting 
For more information: 
Ms ZEYNEP KOKSAL 
Bilkent University 
POB 8-06572 Maitepe Ankara 
Telephone: (4) 266 40 00-79, (4) 266 41 25. Fax: (4) 266 41 27 


















vices ands more imaginative products to an 
increasingly sophisticated customer. Retire- 
ment accounts (in Britain, personal pen- 
sions) are a clear candidate. Merrill Lynch 
has pushed into that area and is building up 
its insurance business. 

These kinds of products help breed cus- 
tomer loyalty, important since one in every 
two investors in America has an account 
with at least two brokers. Yet other areas, 
for instance mortgages, have barely been 
touched. Shearson Lehman Hutton is just 
starting to market them. With some 2.2m 
accounts, it controls $155 billion of its cus- 
tomers' money, or just under half of the cus- 
tomers' liquid assets. But those clients are 
also borrowers to the tune of $100 billion, 
only $3.5 billion of which is lent by 
Shearson. 

Before these brokers can succeed, they 
will have to shed a lot of old habits and their 
high-cost structures. Merrill Lynch, the lum- 

ring herd, grew throughout the bull mar- 
: by adding more brokers to. its network. 
More brokers equals more business equals 
fees? Not always. Merrill ignored the expen- 
sive hotch-potch computer systems and 
cumbersome Beaten needed to 





support ii its 13, (000 broking ar army. s. Shearson 


Lehman Hutton is better placed: it. has-a. 
leaner style of management and a state-of-. 


the-art computer system—one reason why it 
could absorb E:F. Hutton and lay off most of 
that firm's back-office. 

Other firms need to cut back on staff 
and refine their computer and management- 
information systems; The lesson still seems 
lost-on Wall Street. Old-fashioned. individ- 
ual brokers (ie, salesmen) remain its hottest 
commodity. A fierce battle is being waged 
amongst firms keen to grab their rivals’ bro- 
kers and.to-hang on to their own, a fight 
sparked by Shearson’s acquisition of 
Hutton. Firms. like Paine Webber and Pru- 
dential-Bache. are offering immediate. bo- 
nuses of up to 40% of brokers’ 1987 pay to 
persuade many of Hutton's original.6,000 
brokers to jump ship. At present, a quarter 
of Wall Street's brokers change firm each 
year; half of these have less than five years' 
experience. 

These antics are against the best inter- 
ests of the firms involved because they will 
add to already-high costs without necessarily 
bringing in commensurate revenues. So far, 
customers have been reluctant to follow 














money is often tied up in in-house funds. 
Such shenanigans also work against custom- _ 
ers’ interests: broking houses say they want | 
to give better service, but how can they with 
firm-hopping staff! ' 





Interest rates 
When good news 
is bad 


MERICA'S financial markets are hard. 

to please. Last month, news that Amer: 

ica’s trade gap had widened to.$13.8 billio: 
in February sent share prices and bon 
prices tumbling. So the latest figures, whict 
showed that. the deficit had narrowed. to 
$9.7 billion in March (see page 73), shoul 
have cheered the markets. Instead, th 
prices of both shares and bonds perversely. 
tumbled. Bond yields surged to their highest 
level for more than five months. The think- 
ing seems to be that good trade figures con- 
firm a rapidly: expanding economy. Infla 





EARLY three centuries after the Act 

of Union joined England with Scot- 
land, British accountants are preparing to 
follow suit. On May 17th the council of 
the Institute of Chartered Accountants of 
Scotland finally accepted a proposal to 
merge with the Institute of Chartered Ac- 
countants in England and Wales. The new 
“British institute" will come into being in 
five years. But hopes that British accoun- 
tants are at last showing an appetite for 
reform are a little premature. : 

The new plan has taken six months to 
draw up—which, by accountants’ stan- 
dards, means overnight: It is also simple. 
The English Institute, which has 87,000 
members, will in effect absorb the 12,000 
members of the Scottish. institute. Lon- 
don will take responsibility for regulation, 
public affairs and relations with the gov- 
ernment. Edinburgh's only big respon- 
sibilities are education, training and 
research. 

Merger of the two institutes is long 
overdue. Accountants north and south of 
the River Tweed follow the same rules arid 
do the same jobs, frequently in the same 
firms. The minor differences between En- 
glish and Scottish accountancy. law 
(mostly to do with property) affect only 
the final stages of an accountant's train- 
ing: the rest can be done together. A joint 
institute will mean no more embarassing 
muddles where the two institutes. have dis- 





Worthwhile accountancy initiative 


agreed— for example over advertising and 
incorporation. As the plan admits; “two 
sources of advice have inevitably meant a 
loss of impact for the profession." — . 
The Thatcher government's. impa- 
tience with this dithering has been one 


` spur for change. Recent laws like the In- 


solvency Act (1985) and the Financial Ser- 
vices Act (1986), as well as the govern- 
ment's proposals for implementing the 
European Community's Eighth directive, 





like big change. So the plan could yet be 


“ting system—will remain. 


have all treated British accountants as one 
body anyway. The big international ac- 
countancy firms are also fed up with the‘. 
present division. They waste time and 
money putting-recruits through two near- 
identical but nevertheless separate train- || 
ing systems. 

However, -small accountants seldom : 


thrown out when it is put to.a vote of the. 
members of the Scottish Institute some- 
time next year. Only about a quarter of. 
the members work as auditors. The other 
9,000 either work in industry or have re-- 
tired. Some Scots rebels, backed by Scot- 
tish newspapets, still hope that these 
backwoodsmen will reject the plan. Na- 
tionalists argue that if there has to be. a 
new British institute, it "could and should 
be based i in Scotland, the home of the first 
institute.” 

Even if the plan survives this Celtic fu- 
sillade there will still be five institutes of 
accountants in Britain, compared with : 
two in France, two in Germany and one in 
Holland. The other three institutes repre- 
senting public-finance accountants, man- 
agement accountants and certified ac- 
countants- will probably only, agree to - 
share some training with the new British 
institute. And, whatever structure the in- 
stitutes adopt, a host of other anachro- 
nisms—such as the lethargic standard-set- 
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The gap widens 


Long-term government bond yields 





tion, therefore, is deemed a threat. 

American long-term government bond 
yields have risen from 8.396 in February to 
9.396. Yields have also edged up in West 
Germany (from 5.996 to 6.396), and in Japan 
(from 4.196 to 4.796). The common cause is 
the fear of higher inflation. America is right 
to be worried: the various measures of 
money have accelerated sharply this year, re- 
flecting the Fed's easing of credit at the end 
of last year; the economy looks close to full 
capacity; and the labour market is becoming 
tight. America's inflation rate is widely ex- 
pected to rise from its current rate of 3.996 
to 5-696 by December. 

At this week's annual meeting of OECD 
ministers in Paris, Mr Nigel Lawson, Brit- 
ain's chancellor of the exchequer, warned 
that inflation was a bigger threat to the 
world economy than recession. In particu- 
lar, he sees dangers in the strength of de- 
mand in America. Maybe his now infamous 
comments to the Wall Street Journal on the 
possibility of an international rise in interest 
rates were not so hypothetical after all. 

The Fed's recent tightening, which 
pushed the Fed funds rate above 796 and 
prompted banks to raise their prime rates by 
half a point, knocked on the head the the- 
ory that the Fed could not raise interest 
rates in an election year. In fact it did exactly 
the same in 1980 and 1984. 

Outside America, fears of inflation seem 
to have been exaggerated. Inflation is still 

* running at only around 196 in Japan and 
West Germany. The previous concerns of 
their central banks about rampant mone- 
tary growth may now be easing. The 12- 
month growth in Japan's M2--CDs measure 
of money slowed slightly in March, though 
it still grew by a heady 11.8%. West Germa- 
ny's M3 rose by 6.1% in the same period—a 
whisker above its target of 3-6%. 

The dollar remains the key to interna- 
tional bond yields. The news that America’s 
trade deficit had narrowed pushed the dol- 
lar to its highest level against the D-mark for 
three months. But despite the improvement 
the trade deficit still looms large, and nasty 
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figures in future months are almost inev- 
itable. Although on most estimates the dol- 
lar is now close to its “correct” level, this will 
not itself guarantee stability. The fate of the 
dollar depends primarily on America's abil- 
ity to attract a net inflow of capital. 

Although yield spreads have widened a 
touch in favour of the dollar this year, they 
still remain well below previous peaks. And 
as American inflation heads for 5% or more, 
yields of around 996 hardly look excessive. 
On top of this is the uncertainty over the 
result of the presidential election and the 
likely consequences for the economy, which 
may lead investors to demand a risk pre- 
mium. Either yield differentials must widen 
in favour of the dollar, or the dollar must 
fall. Probably both. Some of Wall Street's 
moneymen are betting that yields could hit 
1096 within three to four months. 





Europe's single market 


After the bankers' 
siesta 


MADRID 


The single European market is 
concentrating the minds and 
assets of Spain's bankers. Fol- 
lowing the merger of Banco de 
Bilbao and Banco Vizcaya in 
January, the betrothal is now 
announced of Banco Central and Banco Es- 
panol de Credito (BANESTO), the country's 
biggest banks. The latest merger will take 
three years to complete (just in time for 
1992) and will spawn a new bank, Banco Es- 
panol Central de Credito, with Ptas 5.4 tril- 
lion ($49 billion) in assets. It will also be 
Spain's biggest private industrial holding 
company, with stakes in electricity utilities, 
petroleum refining and construction. 

Spain needs to rationalise its banking 
system if it is not to be swamped or swal- 
lowed by more efficient foreign banks in 
1992. Although ` Spain is wildly 
overbanked—there is one bank branch per 
1,200 head of population—it is a lucrative 
banking market. Spanish banks enjoy the 
highest interest rate margins of all OECD 
Pe dea. compared with Britain's 
3.6%. i 

The merger of Central and BANESTO is 
more of a shotgun marriage than the au- 
thorities would have liked. Two months ago 
Spain’s socialist government was backing a 
merger between Central (the biggest bank) 
and Banco Hispano Americano (a well-man- 
aged bank which is also the country’s third 
biggest). In March negotiations broke down 
between the two because of a disagreement 
over share valuation. 

The authorities have long wanted to 
ginger up Central, which they believe has 





been badly managed. They first tried to ap- 
ply the ginger through Central’s main share- 
holder, Cartera Central. This holding com- 
pany was formed last December when the 
government took fright at the 5% stake in 
Banco Central held by the Kuwait Invest- 
ment Office. The Kuwaitis were effectively 
strong-armed into dumping their shares 
into the new company, in which a Spanish 
property company, Construcciones y 
Contratas, has a 51.8% stake and the Ku- 
waitis the balance. Under the terms of the 
holding. company agreement neither part- 
ner can buy shares in Banco Central inde- 
pendently. The holding company, in turn, 
owns a pivotal 13% in Banco Central. 
Attempts by Cartera Central to put di- 
rectors on Banco Central’s board were re- 
sisted by Central's authoritarian chairman 
Mr Alfonso Escamez. Cartera Central 
showed signs of impatience the week before 
the BANESTO merger. It said that it was going 
ahead with a 50% (Pras 20 billion) capit 
increase to buy more Banco Central share . 
Mr Carlos Solchaga, Spain's economy 
minister, told Cartera Central that it could 
not increase its stake to 15% or more of 
Banco Central without first getting the ap- 
proval of the Bank of Spain, the country's 
central bank. Such authorisation is required 


~ by a government bill that is due to be ap- 


proved in parliament shortly. But when the 
merger was announced, Mr Solchaga asked 
Cartera Central not to block it. The deal 
will leave Cartera Central as the biggest 
shareholder in the new group with 7.596 of 
the equity. 

Mr Escamez will be chairman of the 


Betrothed by shotgun 
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holding company which will supervise the 
deal. His number two will be BANESTO's big- 
gest shareholder and chairman Mr Mario 
Conde. He has been a banker for only 8 
months and will become chairman when the 
septuagenarian Mr Escamez retires. 

Spain's need for a bill to give the Bank 
of Spain the power to vet stakes in Spanish 
banks became apparent in early May; then 
the government discovered to its horror 
that Deutsche Bank had gained control of 
the medium-sized Banco Commercial 
Transatlantico on the sly. Deutsche was or- 
dered to unpick the deal, and Banco Com- 
mercial's access to the Bank of Spain's dis- 
count window was closed. 

The new Banco Espanol Central de 
Credito will start life with big handicaps. 
Central and BANESTO have the highest run- 
ning costs of the big Spanish banks—and 
Spanish banks have the highest operating 
costs in the OECD because they have so many 

inches and employees. Both banks have 

ymised the banking unions that the 
merger will not mean cuts in the 4,340 
branch network or in the workforce of 
35,000. That is tantamount to a promise 
that they will stay inefficient. 





Capitalism 


BRUSSELS 


The common market is un- 

likely to get a central bank, let 

alone a single currency, by the 

end of 1992. But the chances 

are that capital flows between 

the majority of members will 

be free by then. This would be a modest 

achievement, and, for half the members, 

means practically nothing. Britain, West 

Germany, Holland and Denmark have no 

ital controls left; and the Belgians and 

nuxembourgers have almost dismantled 

theirs. It is the other six members who need 
to make an effort. 

France and Italy have relatively few ma- 
jor controls compared with the poorest EEC 
countries—lreland, Greece, Spain and Por- 
tugal. The French and Italians are therefore 
most likely to accept the set of liberalisation 
measures due to be agreed by the Twelve 
next month, and implemented within a 
movable timetable. In principle these mea- 
sures, contained in three separate pieces of 
legislation, lift the last capital restrictions 
still permitted by the Community. These are 
on short-term ‘financial operations not 
linked to trade transactions or direct and eq- 
uity investments, and on the opening of 
bank accounts by EEC citizens in a country 
other than their own. 

The liberalisation package will give 
Community countries until 1990 to lift their 
restrictions. Only France and Italy are ready 
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to accept the deadline. Spain-wants a delay - 


until the end of 1992, as do Ireland and 
Greece, while Portugal feels it cannot com- 
ply before 1994. The latter four are likely to 
be exempted from the directive until 1992. 

The Twelve are also preparing to adopt 
a new regulation on financial support for 
members who are in balance-of-payments 
difficulties or who have problems as a result 
of free capital movements. The amount 
available will be 16 billion ecus ($20 billion), 
of which 14 billion ecus may be raised by the 
Community on capital markets for relend- 
ing to needy members. 

The Community also wants to be able 
to take common action in the event of exter- 
nal monetary pressures. France and the Eu- 
ropean Commission want a rule that would 
require banks to limit their currency expo- 
sure under certain circumstances to be in- 
cluded in an existing directive on capital 
movements. But Britain, Germany and Hol- 
land feel that, once capital controls are 
lifted, the dollar and yen should flow as 
freely in the liberalised market as EEC cur- 
rencies. They say that any action should 
come at G7 level. They are just willing to ac- 
cept a general reference to common action, 
without the specific commitment sought by 
France and the commission, providing this 
is set out not in a directive, which is legally 
binding on EEC governments, but in a rec- 
ommendation, whose only force is moral. 

The package does not deal with tax eva- 
sion or the problems of banking supervi- 
sion, although both are regarded as vital 
flanking measures for capital liberalisation 
by several governments. Banking supervi- 
sion is the subject of a separate draft direc- 
tive to be discussed by ministers in coming 
months. Proposals are still to be formulated 
to ensure that the lifting of exchange con- 
trols does not lead to even more tax evasion 
in countries like France or Italy, where it is 
endemic. 

Other ideas under discussion by minis- 
ters include the harmonisation of with- 
holding taxes charged by member govern- 
ments on dividends and interest payments; 
the requirement that banks disclose in- 
formation on clients’ foreign transactions; 
and greater cooperation between national 
tax-gatherers. 

The capital liberalisation measures are a 
necessary step towards the creation of a sin- 
gle EEC market by the end of 1992. They are 
a prerequisite, for instance, for the freeing of 
financial services in the Community. The 
lifting of capital controls will put more pres- 
sure on EEC countries to keep their mone- 
tary and economic policies more or less in 
line in the run-up to 1992. Capital will soon 
flow out of countries rash enough to try to 
reflate on their own. There will be a re- 
launch of the debate on how to reinforce the 
European Monetary System by: 
€ Getting Mrs Thatcher to let sterling join. 
€ Creating a better balance between strong 











FINANCE - 
and weak currencies in the intervention 
system. d 
e Reducing the permitted fluctuation of the 
lira from 6% to 2.25% like the rest. 
First things first, say the optimists. Cen- — 
tral banks and single currencies may come 
later. Pessimists note that, just as this debate - 
hots up next month, France may be electing — | 
a wholly Socialist government. E 





October crash y 
Bull 4 
NEW YORK s E 


HE presidential working party on finan- 

cial markets, set up in March to investi- — 
gate last October's crash, has done its best — 
to do nothing. Its interim report, published — 
this week, contains only one concrete pro 
posal—a one-hour halt in trading in shares, 
options and stock index futures any time 
that the Dow Jones industrial average falls 
250 points in a day; should the Dow plunge _ 
400 points, the halt would last two hours. 
Only once has the Dow fallen more than 
250 points in a day—on October 19th. m 

The trading halt, which if triggered will 
be enforced by the various exchanges, is the 
panel’s one major concession to proposals 
made in January by the Brady presidential _ 
task force's report on the stockmarket crash. — 
Brady recommended cross-market "circuit — 
breakers”, which is just a complicated way of — 
saying trading halts. Otherwise the working — 
group—comprising Mr George Gould ( un- 
der-secretary for finance at the Treasury), — 
Mr Alan Greenspan (chairman of the Fed- 
eral Reserve), Mr David Ruder (chairman of 
the Securities and Exchange Commission) 
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ind Mrs Wendy Gramm (chaitwoman of 
the Commodity Futures Trading Commis- 
ion)—remains true to its predominantly 
„free-market instincts. The only dissenter was 
Mr Ruder. e$ s 
The interim" report. endorses present 
margin levels in both the share and futures 
markets. It also calls it "unrealistic (and per- 
haps counterproductive) to try to undo the 
hanges in the financial markets or market 
strategies brought about by improvements 
n telecommunications and computer tech- 
iology.” This suggests support for the role 
layed by financial futures and program 
trading, in the sense of index arbitrage be- 
tween the share and futures markets. 
Mr Gould, the chairman of the working 





" group and also a former chairman of Wall 


Street investment bank Donaldson, Lufkin 
& Jenrette, dismisses suggestions that inves- 
tors have fled the stockmarket because of 
techniques such as program trading. He ar- 
gues that trading volumes always fall after a 
crash, simply because investors are scared 
away. That nervousness will only disappear 
with the passage of time, which is why Wall 
Street faces more retrenchment. 

The working group was even half- 
hearted about its main proposal—the trad- 
ing halt after a 250 point drop. Mr Gould 
says: "No one likes that proposal. Hopefully 
it will never be tripped.” Hopefully not. But 
presumably he and his colleagues felt they 
had to do something. ; 
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_ Employee share ownership 


T IS not often in British politics that both 
& socialists and Thatcherites can agree that 
a new form of ownership is a good thing. But 
Employee Share Ownership Plans: (EsOPs) 
seem to appeal to both camps—whether as 
“popular capitalism” or "social ownership”. 
About 7m Americans work in companies 
with Esops, while in Britain less than a 
' dozen firms have tried them. Although Brit- 
- ain's tax law provides none of the breaks 
"that have nurtured employee share owner- 
ship in America, the idea is taking root. This 
week, MFI, a furniture retailer, set up a plan 
to give its workers a 596 stake in the 
business. 
^. Companies with EsoPs do not become 
worker co-operatives. They remain joint 
stock companies, so they do not suffer from 
the inability which co-ops have to raise fresh 
capital. Nor does an ESOP prevent .a com- 
pany from being managed much like any 
other. But a successful share ownership plan 
can motivate a company's workers, through 
giving them a stake in their firm's growth 
and profitability. 

Typically, such a plan involves a private 
company setting up a trust. With borrowed 
money, the trust buys, say, 20% of the com- 
pany's equity—either new shares or from 
existing shareholders. The company agrees 
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to make regular payments to the trust, with 
which the trust repays its loan. As the trust's 
indebtedness is reduced, it: distributes free 
shares to the workforce. 

If they leave the company, workers can 
sell their shares back to the trust, at-an esti- 
mated market value. So staff can realise capi- 
tal gains without the company needing to be 
floated. The trust holds its shares in the in- 
terests of employees; the workforce may 
elect some of the trustees, and the trust may 
have the right to appoint some of the com- 
pany’s directors. 

By offering a direct stake in the firm 
rather than just a profit share, ESOPs encour- 
age workers to take a long-term view of in- 
vestment decisions. The ESOP structure also 
allows companies to raise fresh capital: the 
trust can borrow a second time and buy 
more shares from the company ot its private 
owners. 

Britain's first. ESOP was set up by 
Roadchef last year, when.a trust bought 
12.2596 of the motorway caterer's shares. In 
March this year, the trust bought a further 
1596. Unity Trust Bank, which is 70%- 
owned by. trade unions and specialises in 
ESOPS, has lent £1.3m to the Roadchef trust. 
The trust has already distributed 5.6% of 
the company’s share capital, but workers 
have to leave their shares in the trust for five 
years to avoid income tax on them. Workers 
cannot sell shares back to the trust until 
they leave. Mr Timothy Ingram Hill, the 
managing director, says that management is 
paid to manage and that Roadchef 's philos- 
ophy is not to have worker directors. One of 
the five trustees is a worker representative 
although the trust does not appoint any 
directors. s PERS 

Companies can tailor their ESOPs to al- 
low any degree of worker share ownership 
and any degree of worker control. People's 
Provincial Buses, which. covers the South- 











ampton and Portsmouth area, picked a 


more socialist:model. As a result of the de- 


regulation: of bus routes, early in. 1987 this 


subsidiary: of the’ National Bus:Company 
faced acquisition from a competitor it did 
not like. So 230 staff put up £750 each to 
take-2096.of the equity, while an EsoP (f- 
nanced again by Unity Trust Bank) bought 
80%. As profits are fed back intó the trust, it 
sells shares to workers and reduces its own 
stake. Wo ; 

Mr James Freeman, the managing direc- 
tor; says the trust may choose to keep more 
than 5196 of the equity. “This indirect but 
collective control over management may be 
more effective than unfocused direct owner- 
ship," he says. Workers elect three. of the 
seven ESOP trustees. The trust appoints the 
firm's directors. Performance: of the bus 
company has improved sharply during the 
first year of the plan: strikes have stopped, 
customers are making fewer complaints, a 
long decline in passenger miles has halte 
and in the first two months of this year prc . . 
its after tax of £53,000 ($94,000) were 50%: 
up in 1987. 

The biggest blockage to more British 
employee share ownership plans is the 
unfavourable legal environment. The law 
does not recognise ESOPs. To obtain tax re- 
lief on their payments to an ESOP, British 
companies have to create two sepatate trusts 
where one would do in America: an Em- 
ployee Benefit Trust to borrow money and 
buy the shares, and a Profit Sharing Trust to 
receive the company's contributions, buy 
shares from the benefit trust and distribute 
them to employees. 

In America, the làw is less hostile. Banks 
which back EsOPs receive tax relief on half 
their interest income from the trust; in Brit- 
ain, they do not. In Britain a family selling 
out to an ESOP may have to pay 40% capital. 
gains tax, yet if its stake is acquired through 
an exchange of paper, the tax can be rolled 
over. 

More companies are likely to follow tne 
MEI plan, the biggest ESOP launched in Brit- 
ain. It will give the 6,000 staff a 5% stake in 
the company, which was spun off from the 
Asda superstore group last year in a £717m 
management buy-out. The London bit of 
America's Chemical Bank, which is financ- 
ing the MFI plan with a £11m loan, is making 
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Lawson's Pyrrhic victory 


Britain’s prime minister has bowed to pressure and to her chancellor by 
patching up théir public quarrel over interest rates and the pound: Un- 


ortunately the economic damage cannot 


S SOON as unanimity between Mrs 
A Thatcher and her chancellor, Mr 
Nigel Lawson, broke out on May 17th the 
‘financial markets began to refocus their 
anxieties about British monetary policy. 
For the past two months the consensus in 
the City has been that Mr Lawson was 
right to link sterling to: the D-mark, and 
that the prime minister was wrong to 
break that link by refusing to let interest 
rates fall. Now she has backed down. The 
Bank of England signalled a half-point cut 
in the banks’ base rates; sterling’s rise was 
(perhaps briefly) interrupted. Promptly, 
' some of Mrs Thatcher's critics are having 
second thoughts. 

Their doubts centre on the growth of 
demand in the British economy, and 
above all on the force that is driving it: 
bank and building-society credit. These 
two sorts of lending added up to £18 bil- 
lion in the first quarter of this year, a rise 
of neatly 70% over the same period of 
1987. Much of the money was lent to 

©, house-buyers, but that offers small core 
solation to those who fear an upturn in 
inflation. Lending for house purchase -on 
this scale will keep house prices soaring. 
This in turn, according to récent evi- 
dence, may add to upwatd pressure on 
wages. In any case it is well known that 
mortgage lending leaks copiously into 
higher consumer spending, and' thus 
helps to-push up demand and prices be- 
yond the housing market. Judged in this 
light, Mrs Thatcher’s reluctance to cut in- 
terest rates seems far from crazy. 

Her reconciliation: speech this week 
pointed out that the recent rise in sterling 
(first helped on its way by remarks she 
:made before the budget in March) had it- 
self tightened what the Treasury calls 
"monetary conditions". On that view 
there could have been scope for base rates 
to fall another half point while leaving the 
overall stance of monetary policy suitably 

" restrictive. Since the beginning of March 
banks’ base rates have fallen from 9% to 
72%; over the same period sterling has 
risen by 696 against the D-mark (see chart) 
and by 596 in trade-weighted terms. This 

‘shift in the monetary. mix has left the 
stance of policy roughly neutral—over a 
pgiod in which evidence of excessive 
growth in demand has been piling up. 

In its recent bulletin, the Bank of Eng- 
land put its finger on the dilemma that un- 
derlies the present confusion over policy. 
The prospect of a widening external defi- 
cit points to the dangers of letting sterling 





so easily mended 
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rise: a stronger pound will eventually 
prove unsustainable, and meanwhile it 
will damage the competitiveness of Brit- 
ain’s exporters. On the other hand, rapid 
credit growth and the buoyant domestic 
economy point to the need for higher in- 
terest rates. The trouble is that you can- 
not raise interest rates to curb demand 
without also causing the pound to rise. 
This dilemma is not new, nor should it 
come as any surprise. Many commen- 
tators, including this newspaper, warned 
that it was looming before the budget— 
for that was when the opportunity to fore- 


stall the present distress was missed. Put 


Banks' base rate 


Sterling against D-mark 


Apr May 


simply, if governments have two eco- 
nomic goals in mind-—in this case; non- 
inflationary growth in demand together 
with exchange-rate stability—they need 
two policy levers. 

The most direct and therefore most 
plausible combination of levers is to -as- 
sign fiscal policy to the task of curbing de- 
mand while using monetary policy (ie, in- 
terest rates) to kéep the currency steady. 
Signs of over-rapid demand growth were 
clear to see last March, but instead of 
tightening fiscal policy in his budget Mr 
Lawson left it broadly unchanged—or, 
some would say, even loosened it some- 
what. This fiscal lever is now more or less 
stuck until tlie next budget. Interest rates 


have therefore been left.to take the strain 


both of inflation worries and of concerns 


that an over-shooting pound will inflict all _ 


sorts of damage on the real economy. 
This dual role for interest rates makes 
forecasting their likely path—or that of 








sterling—much less certain than it should 
be. Financial markets have a bad habit of 
translating uncertainty into volatility. Mr: 
Lawson’s so-called victory over Mrs: 
Thatcher has done nothing to clarify mat- 
ters. Will any renewed upward pressure 
on sterling be met by another cut in intet- 
est rates? Or will further evidence of exces- 
sive growth in domestic demand mean. 
higher interest rates, even at the expense 
ofa rise in the pound? For all the cabinet’s _ 
new-found unanimity on monetary policy, 
the markets have no choice but to wait 
and see. H 


Credibility counts ; 
Mr Lawson is thus partly to blame for the ` 
récent mess, because he embarked on a. 
policy (exchange-rate stability) which he | 
then left himself inadequately equipped to 
carry out. But Mrs Thatcher’s mistake— * 
though prompted by worries about infla- 
tion that deserve to be taken seriously—~ 
was much worse. a 

Faced with the present policy di- 
lemma, and taking fiscal policy as fixed, 
tlie best course was arguably Mr Lawson's 
first choice: retain the link with the D- 
mark as a credible backstop against higher: - 
inflation, and be ready to defend it with 
higher interest rates when the markets: 
turn against the pound (as they eventually 
will, if there is any substance to the infla- 
tion threat). Failing that, signal the inten- © 
tion to let sterling rise as it now has, but 
within the context of a coherent ex- 
change-rate policy. Let the markets con- 
clude, in other words, that the target D- 
mark rate was deliberately shifted to take 
account of inflationary pressures. At 
worst, this might have delivered roughly 
the same mix of interest rates and sterling _ 
appreciation as did Mrs Thatcher's inter- 
vention, but without creating the impres- . 
sion. that the government's entire ap- 
proach to exchange-rate policy had been: 
overturned. 

Does it matter to make a good impres- 
sion? Yes, because credibility. is the gov- 
ernment's most important ally in provid- 
ing financial and economic stability. 
Without it, its actions in financial markets 
(for instance, on interest rates or in for- 
eign-currency intervention) may be ig. 
nored or discounted. In the same way, 
credibility makes economic adjustment - 
smoother in the real economy too. If the 
government says that it wil keep ex- 
change rates steady—and is believed—it 
will need to lean on its policy levers that 
much less to make its promise come true. 


That is why in the past two months Mrs. 
"Thatcher has done great and lasting harm. 


to her government's economic policy. 
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a big push into the British Esop market. 
Unity Trust Bank also plans more. lt has 
nearly 20 in the pipeline. At the head of the 
queue is Tullis Russell, a 200-year-old manu- 
facturer of high-quality paper in Fife, Scot- 


land. This family firm, which made pre-tax 
profits of £6m last year, plans to add an 
ESOP to an existing scheme whereby it dis- 
tributes annually 7.596 of its profits to work- 
ers as shares. 





= Dai-Ichi Kangyo 


Ace of hearts 


TOKYO 


66r THE BANK with heart”, Dai-Ichi 

Kangyo (DKB), has toppled Fuji Bank 
from the number one spot in Japan’s bank- 
profit league (see table). But DKB still has 
much to do if it is to overhaul the patrician 


= Fuji Bank on one important measure by 


which it remains top, profitability (ie, return 
on assets). And it has another battle on its 
hands keeping at bay the feisty Sumitomo 
Bank, which is now recovering fast from di- 
gesting the troubled Heiwa Sogo Bank, 
bought in 1986. Those tasks will fall to Mr 
Kuniji Miyazaki, who takes over as president 
from Mr Nobuya Hagura next month. 
Making profits akin to those of their in- 
ternational rivals has become the aim of Ja- 
pan’s commercial banks. This is new. They 
long sought size first, profit second. Size 
came easily thanks to Japan’s huge savings 
and compartmentalised financial system. 
Now deregulation, and foreign pressure to 
raise their capital ratios to international 
standards, are making the banks squeeze 
better returns from those assets. That means 
taking more risk than they are accustomed 
to and deploying non-banking skills that 


. have long been redundant. 


Dai-Ichi Kangyo's way of coping with 
'these changed circumstances has been much 
the same as its rivals, though pursued less 
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flamboyantly. It has cut costs and shed 5,000 
jobs over the past ten years. It has sought 
more smaller companies as clients (using its 
ties with Fujitsu and the 47 other companies 
belonging to the Sankin-kai industrial 
group). Individual customers (of which it 
has 20m, more than any rival) have been ac- 
tively wooed. Its network of 360 branches, 
two-thirds of them in the greater Tokyo 
area, is the largest of any commercial bank. 
That gives it an edge over rivals. Retail de- 
posit gathering is the most attractive source 
of cheap funds as Japan deregulates interest 
rates on large pools of savings. 

The bank has also diversified into for- 
eign-exchange and bond trading, though 
less fiercely than its rivals. Both of these new 
businesses account for a smaller percentage 
of its recurring profits (around 496 each) 
than the average for the big five commercial 
banks. Interest income still accounts for 
more than 8596 of its recurring profit. DKB is 
the world's biggest retail bank, and it plays a 
bit unimaginatively to that strength. 

DKB’s international expansion has been 
cautious. Though it has an estimated 3096 of 
its assets abroad and derives 2096 of its gross 
profit from them, it is a rarity among Japan's 
leading banks in not having made a big 
American acquisition. Its exposure to third- 


and Fujimori too 


leading banks in not having made a big 
American acquisition. Its exposure to third- 
world debt, at Y406 billion at the end of last 
September, was only 0.8996 of total assets; 
that is well below the average of 1.2996 for 
Japan's 13 largest commercial banks. 

By comparison, its lending into Tokyo's 
property boom looks reckless. At the end of 
last September, loans outstanding to prop- 
erty firms were equivalent to 17996 of its 
shareholders' equity. Yet even that is below 
the average for the 13 big commercial banks, 
and it accounts for less than 7% of all DKB's 
loans. (As with all commercial banks, that 
figure should be trebled for a truer picture.) 

A warning of the risks of lending to an 
overheated property market came in Febru- 
ary. A (now ex-) manager at its Kojimachi 
branch in Tokyo was found to have taken 
Y 100m in gifts from a property developer, in 
return for unauthorised loans that has cost 


All change 

Pre-tax profits,Y billion (March '87 ranking in brackets) 

Rank Mar'88 Mar'87 
1 Dai-Ichi Kangyo (2) 295 205.9 
2 Sumitomo (4) 288 181.1 
3 Fuji (1) 284 218.8 
4 Mitsubishi (3) 282 194.0 
5 Sanwa (5) 264 180.1 

Source: Nihon Keizai Shimbun 

the bank ¥3.6 billion. 


DKB, which is still seen as a parvenu in 
the aristocratic world of Japanese banking, 
labours under one shadow that does not 
cloud its rivals. It was formed from an equal 
merger in 1971 of the Dai-Ichi and the Ni- 
hon Kangyo banks. It has not yet fully inte- 
grated the management of the two banks. 
The current chairman, Mr Tetsuo Fujimori, 
is a Dai-Ichi man; his successor in June, Mr 
Ichiro Nakamura, is from Nihon Kangyo. 

All big Japanese companies find mergers 
difficult. The lifetime employment syst 
imbues strong corporate cultures that uu 
not mix easily. But the divide seems to have 
lingered uncommonly long at DKB, and has 
harmed the bank's efficiency. Deposits and 
loans per employee and per branch are still 
weak. Earnings per employee are only two- 
thirds of those at Sumitomo Bank. 

Mr Miyazaki's main task will be to use 
DKB's huge assets to squeeze out more profit. 
He is a domestic banking specialist, and has 
a reputation as a skilled political operator in- 
side and outside the bank. He is well con- 
nected at the Ministry of Finance. He will 
need all these attributes. DKB's capital ratio 
is far too low, and Herculean efforts will be 
needed to raise it. The battle between the 
commercial banks and the securities houses 
promises to be bloody, as the walls separat- 
ing commercial and investment banking 
crumble. DKB does not want to end up with a 
bleeding heart. 
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Not another genetic code . . . : 


SECOND genetic code it. is not. But a: 
discovery announced last. week does 
begin.to clear up the biggest remaining mys- 
tery in the code of life. In all living things, 
the information encoded in genes has to be 
translated from the language of DNA—the 
chemical of which genes are made— into the 
language of proteins. This. takes several 
ips, one of which involves-another cipher 
some kind. The location, though not the 
key, of that cipher has now been discovered. 
It is customary, nowadays, for a scien- 
tific discovery to be accompanied by a good 
deal of public-relations hyperbole. Dr Ya- 
Ming Hou and Dr Paul Schimmel of the 
Massachusetts Institute of Technology were 
ensured front-page treatment when some- 
body (not they) coined the phrase."a second 


genetic code" for what they had found. 


Later newspaper reports,..especially in 
America, swam with vague predictions of 
the medical and industrial breakthroughs 
that would follow. But the notion:of asec- 
ond code is misleading, for it implies a-ge- 
netic code entirely separate from the first 
one—a different way of building bodies. No 
wonder some scientists were puzzled by the 
news: why do we need another code, they 
asked, when the first one works perfectly 
well? None the less, this code is an integral 
part of the mechanism for deciphering the 
tone. 

An analogy may help. A gene is like the 
instructions for assembling a watch, written 
out as a list of the parts in the order in which 
they must be added to the growing whole. A 
person reading the instructions takes each 
part in turn and puts it into the watch: first a 
spring, then a cog, then.a lever, and so on. 
The parts are in boxes, each: box being 
clearly labelled: cog, spring, lever, etc. Ge- 
netic instructions are written in the four-let- 
ter alphabet of DNA in. three-letter. words, 
giving 64 kinds of words. The parts. are 
amino acids, the building blocks from which 
proteins (watches) are made. Each word— 


-~and each label, which:is a translation of ^ 


the word—specifies one amino-acid: 

This much has been known’ since 
around 1955, when Dr Francis Crick pre- 
dicted the existence of the boxes in which 
the parts were stored. He called them adap- 
tor molecules; they are now dubbed trans- 
fer-RNAs. A nagging difficulty with this pic- 





ture has been known for almost as long. 
Scientists. soon. realised that there was a 
problem about how:parts managed to end 
up in the right box. 

Transfer-RNA (or tRNA)-is.a small strand 
of RNA (a cousin of DNA); folded into a shape 
like a clover leaf. At the top of the middle 
lobe.of the leaf is a string of three letters (or 
nucleic-acid bases) which can be thought of 
as the label-on the box. At its stem is an 
aminoacid: a lever, cog or spring. Yet, 
oddly, all amino acids (parts) are attached to 
the iRNAs: (boxes) by identical links. There 
must be some mechanism which, ensures 
that each amino acid gets attached to a tRNA 
with the appropriate label. Put the wrong 
parts-in the wrong boxes and you would get 
a mess instead of a watch. 

It is that mechanism which is now start- 
ing to emerge. The most obvious mecha- 
nism would be for the enzyme that attaches 
the amino acid to the rRNA to take note of 
the label (or anticodon, as it is called). But 
this is.too neat a solution for nature's Rube 
Goldberg/Heath Robinson predilections. 
Two years ago scientists at the California In- 
stitute of Technology in-Pasadena proved 
that one type of tRNA could be turned into 
another without changing its anticodon la- 
bel. Instead, they changed a series. of 12 
bases elsewhere in the molecule. In other 
words, they managed to. make a different 
part go into the box without changing the 
box’s label. 

Dr Hou and Dr Schimmel have pinned 























ties alanine. More revealing, if two othe 


-acid to the right RNa, the code doesnot in- 


‘meanwhile; is:still used for the. temporary 
: copies of the genes-used to. translate the 


down the two bases that determine which 
amino acid gets put into one sort of box, oi 
type of RNA. The «RNA that carries an amine 
acid called alanine has a letter G (a bas 
called guanine) at position 3.and a letter U 
(a base called uracil) at position 70. If either 
of those bases is changed, it no longer car- 





































kinds of «RNA are given G at 3 and U at 70. 
they too become alanine carriers. Dr Ho 
and Dr Schimmel concluded that. this. pai 
of bases is enough to tell the enzyme that 
fixes-amino acids on to-«RNAs that a mole- 
cule should -have alanine: attached—what- 
ever.the label on the box might say. 
- Alanine is one of 20 amino acids in th 
protein alphabet. So the MIT scientists have. 
deciphered only one of the 20 entries.in the 
handbook of RNA codes. And it is clear tha 
the other entries will not be confined to po- 
sitions 3 and 70, for there are (usually): only 
four kinds of RNA letters and therefore onl 
16. combinations that can appear in those 
two locations. Besides, the scientists alread 
know that «RNAs carrying different amin 
acids sometimes have the same pairs of b 
at 3 and 70. E ; 
= None the less, Dr Hou and -Dr 
Schimmel have for the first time cracked à 
element of this code. As Dr Christian: d 
Duve, director of the International Institut 
of "Cellular. and>-Molecular . Pathology in. 
Brussels, wrote in Nature last week, several. 
features of the.code are already apparent. In 
particular, because there is only one kind of. 
enzyme for attaching each kind of amino: 


clude redundant features.as the main code 
does—where,:in some cases, more than one 
anticodon specifies the same amino acid. 

Dr de Duve believes that the new code: 
may be.more primitive than the code used 
by genes themselves and may have deve 
oped earlier in the history of life. This fits. 
with the notion that RNA is a more primitive 
version of DNA, from which it differs mainly 
in-being incapable of forming a double he- 
lix. DNA, partly because it can twist into th 
tidy double helix, is a more stable structur 
than RNA, more resistant to accidental alter- 
ations. Some. viruses still use RNA for their 
genes; but in higher animals, DNA has largely 
replaced it for the permanent hard copies o 
genes—just as steel replaced pig iron 10 
years ago because it is.more durable. RNA, 


code into protein: transfer-RNA is one exam- 
ple of this. It is also the critical.link between 
the new code, now being cracked, and the * 
old one, cracked in the 1960s. k 
The new code will not have any immedi- 


99 


T 


See ix. 73 ms 


SCIENCE AND TECHNOLOGY 





ate applications. The medical implications 
are not thrilling. If it turns out that some 
genetic disease is caused by a hereditary mis- 
take in part of the new code, then it should 
soon prove possible to identify carriers of 
the faulty tRNA gene, though not necessarily 
to cure them. But such mistakes, if they 
made «RNAs pick up the wrong amino acids, 
would probably be far too damaging for 
their carriers to survive, so scientists are un- 
likely to find such errors. 

The implications for genetic engineer- 
ing are not too promising either. A genetic 
engineer can already assemble amino acids 
to make proteins in any order he wants. He 
can also alter a gene to substitute one amino 
acid for another by changing the ordinary 
code. He does not need the new code for 
anything. None the less, it is satisfying to see 
a piece of the genetic puzzle put into place. 
And, as Dr de Duve's speculation suggests, 
the new discovery may shed some light on 
how a nucleic-acid recipe originally came to 


be life itself. 





Waste disposal 


otinks ahoy 


HERE is only one place in the world 

where chemical waste is regularly burnt 
at sea: about 100 miles off the north-eastern 
coast of England. The sea is sacred to envi- 
ronmentalists—more so, if possible, than 
mother earth herself. So even that isolated 
waste-burning will probably have to stop by 
1994, thanks to an agreement signed by Eu- 
ropean ministers last year. The victorious 
environmentalists say that science is clearly 
on their side. A gathering of experts in Lon- 
don last month disagreed. Science does not 
grant its favours so lightly. 

According to Dr John Parker of Ocean 
Combustion Services (a subsidiary of an 
American company, Waste Management), 
some 110,000-120,000 tonnes of waste are 
incinerated at sea each year, most of it from 
West Germany. Ocean Combustion Ser- 
vices operates from Rotterdam and owns 
the good ship Vulcanus II, which does most 
of the dirty deed. The best sorts of waste to 
burn—on land or sea—are complex organic 
molecules made from elements such as car- 
bon, hydrogen and chlorine. Such mole- 
cules can be burned in oxygen to form sim- 
ple, safer ones like carbon dioxide, water 
and an acidic gas, hydrogen chloride. 

There are two good reasons for burning 
at sea. Nobody wants hazardous waste 
moved around and burnt anywhere near his 
own backyard. And some wastes are cheaper 
to burn at sea: Dr Parker estimates that it 
costs £100-300 ($190-570) per tonne. 
Wastes which produce extreme amounts of 
hydrogen chloride could cost up to £5,000 
per tonne to burn on land. This gas cannot 
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Not for owls or pussycats 


be allowed to escape on land because it 
would wipe out neighbouring animals and 
vegetation as it settled. So land-based incin- 
erators use expensive scrubbers in their 
chimneys to collect the gas and neutralise it 
with sodium hydroxide. The beauty of the 
sea is that it is naturally alkaline. So long as 
no ships are nearby, it can absorb the hydro- 
gen chloride for nothing. 

The sea incinerators claim that only 
around 0.00596 of their toxic waste escapes. 
An environmental group, Greenpeace, say 
that this figure is wrong, partly because it 
fails to take the effects of hydrogen chloride 
into account; and partly because of some- 
thing that is true for all incinerators, 
whether on land or sea. 

Take the point about hydrogen chloride 
first. According to research at the Studsvik 
Institute in Sweden, fragments of waste mol- 
ecules could, in theory, react with hydrogen 
chloride in the plume of gases that emerge 
from a ship's funnels. The products of these 
reactions would be as deadly as the waste it- 
self. Nobody knows how much of these 
chemicals get in to the plume because they 
are too tricky to measure. The incinerators 
say this proves that they are too diluted to 
matter. Greenpeace replies that they are ab- 
sorbed into the microscopic film of organ- 
isms which live on the sea's surface and are 
gobbled into the food chain. The only evi- 
dence for this comes from rather tricky lab- 
oratory mock-ups. 

Greenpeace's other complaint concerns 
how the efficiency of a burn-up is measured. 
One of the ways to calculate this figure com- 
pares the concentration of a particular waste 
going into the furnace with the concentra- 
tion in the emerging gases. Greenpeace says 
that this method ignores some new com- 
pounds that may have been formed inside 
the furnace. It says that an analysis of the 
ash left in furnaces reveals traces of them. 
Those who favour incineration retort that 
these traces are even fainter than those in 
ordinary soil. 


The proponents of incineration at sea 
claim that they are the innocent victims ~ 
green politics. The British government m 
well have sacrificed sea-burning in order to 
be able to keep on dumping waste in other 
ways. The trouble with Greenpeace's scien- 
tific objections—apart from the point that 
they are largely speculative—is that most of 
them would also apply to burning on land. 
Its own answer, storing everything until 
some other means of disposal turns up, fails 
to appreciate how nasty some chemical 
wastes are to have around. 





Data compression 


Pntng by nmbrs 


N Y RD ths sntnc? F crs y cn. In those 

two sentences, 35 letters-worth of writ- 
ing are successfully represented by just 20 
consonants. Although such "data compres- 
sion" may be a tiresome trick for every 
reading-matter, it is a crucial one for Cuur 
puter scientists and generals. Traditional 
methods can yield compression ratios of up 
to 10:1 (compared with 35:20 for our open- 
ing sentences), which is not bad. One appli- 
cation of the emerging science of fractal 
geometry lets you squeeze 10,000— perhaps 
even Im—computer “words” into one. 

The first application of this almost-mag- 
ical trick is for computer-stored pictures 
that have been translated into digits. Dr Mi- 
chael Barnsley and Dr Alan Sloan, at the 
Georgia Institute of Technology in Atlanta, 
are working on compression techniques that 
could be used to store, transmit and analyse 
images sent down from satellites. 

The way it is done can best be under- 
stood through the two backbones of fractal 
geometry—the concepts of self-similarity 
and of fractal dimension. A self-similar im- 
age, or piece of data, is one in which an en- 
largement of a part looks like the whole. 
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A BANK THAT SPANS THE 
LENGTH AND BREADTH 
OF THE WORLD'S MOST 

DYNAMIC REGION. 


Standard Chartered Bank is no stranger to the 
-acific basin. 

Our branch in Seoul celebrates its twentieth 
anniversary this year; few banks can match that 
length of involvement in one of the region's fastest- 


growing economies. 

But the fact is that the Seoul office is still a relative 
newcomer to the Standard Chartered network. 

We opened in China in 1858, and in Hong Kong a 
year later. Our presence in the Far East and Aust- 
ralasia has grown steadily ever since, so that today 
there are no fewer than 250 branches in 13 Pacific 
basin countries. 

Asa result, we can offer you a depth of experience 
and understanding which can help you to do better 
business throughout the region. 

And when you consider that the region now 
accounts for over half the world's trade, you'll see 
the importance of that claim. 

From acceptance credits to zero-cost options, we 
have the services, the people and the information 
technology which you need to put our experience 
to work for you. 

To find out more about a bank which can bring 
unmatched resources to your Pacific basin business, 
contact vour nearest branch. 


Standard % Chartered 
STRENGTH IN DEPTH ACROSS THE WORLD. 














February 1st 1953 is a date 
no Dutchman will ever forget. 

Throughout the night, a 
fierce storm surge in the North 
Sea had been piled onshore by 
gale force winds. 

Just before dawn, horrified 


observers in Zeeland saw the 


giant sea dyke suddenly bulge 


and crumble. 

By noon, vast tracts of the 
country were under water. Two 
thousand people and 250,000 
farm animals died. 


in the aftermath, it was 
obvious that massive new sea 
defences were needed. 

The question was how to 
anchor them in the treacherous 
shifting sands. 

We provided the solution. 


For years our fibres and 
polymers division had worke 
on polyesters that were aw 
strong as steel. 

Now they wove huge mat 
flexible yet tough, which were 
ballasted onto the sea floow 





ind meshed into the dykes 
themselves. 

Once in place the mats, and 
the dykes, were immovable. 


This isn’t our only contri- 
bution to Holland's well being. 
We are one of the world's 


biggest chemical companies, 
68,000 strong, at work in 50 
countries, involved in areas as 
diverse as car paints, catalysts 
and cancer research. 

We're the. world's leading 
producer of kidney dialysis 


membranes. And industrial 
yarns. Also, as it happens, salt. 
Last year all this helped us 
turn over USS8 billion. 
Whichever way you look at 
it, we've helped lay the foun- 
dations of Holland's prosperity. 











Some things shouldn’t be left to chance. 


Selecting international asset managers, for example. Only a few are seasoned 
professionals, committed to conservative yet innovative investment prin- 
ciples. With the experience to meet the requirements of the multimarket in- 
vestor in today’s turbulent environment. 

If your investment goal is long-term capital preservation and enhancement, 
consider Bank Julius Baer, one of Switzerland’s leading private banks. We have 
served private and institutional investors for over 40 years. 

Bank Julius Baer. Some things shouldn’t be left to chance. 


JBeB 
BANK JULIUS BAER 


For the Fine Art of Swiss Banking 





Zurich, Bahnhofstrasse 36, 8010 Zurich - London, Bevis Marks House, Bevis Marks, London EC3A 7NE 
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Since the smaller part is identical to the 
whole, the whole can be rebuilt from a part. 
Thus the data used to describe the whole 
can be compressed. By how much depends 
on its fractal dimension. 

To understand the idea of fractal dimen- 
sion, imagine measuring the coastline of a 
small island with a measuring stick one 
kilometre long. You swing the stick end over 
end in a ponderous march along the coast, 
adding a kilometre with each swing. Many 
small bays and points will be missed because 
they are too small, so this way of measuring 
is not strictly accurate. But nor is any other 
similar method. Repeating the process with 
a metre stick would produce a longer mea- 
surement. A centimetre stick even more so, 
and so on. As the stick gets smaller, the 
length of the coastline increases. 

The extent to which the measured 
length depends on the length of the measur- 
ing stick is called the coastline’s fractal di- 

nsion. A coastline is not a straight line or 

linary curve (both have a fractal dimen- 
sion of one) nor is it a plane (which has a 
fractal dimension of two). Because each crin- 
kle of the coastline has crinkles made of 
crinkles—hence the problem of measuring 
accurately—a coastline lies somewhere be- 
tween the two, rather like a line that is twist- 
ing and turning in an attempt to cover a 
whole surface. A fractal dimension can be 
thought of as describing the complexity of a 
shape. 

Most large portions of data contain un- 
derlying patterns of shapes within shapes— 
fractals—which, if discovered, can be stored 
in place of the portions of the images that 
the data describe. A large library of math- 
ematical functions, called affine transforma- 
tions, is used to find these fractal keys. The 
transformations are combinations of rota- 
tions, scaling and translations of the co- 
ordinates of points of an image. Applied to 
the data again and again, the transforma- 

is progressively squeeze them up by re- 
«wing their "scale" until only a few fractal 
formulas and points remain. When it is time 
to retrieve the words or pictures, the fractal 
formulas can be used to generate the data 
they represent by reversing the affine trans- 
formations—backtracking—and using a few 
stored pieces of data to recreate the rest. 

The extreme compression which fractal 
geometry makes possible should let small 
computer systems wield enormous amounts 
of data. Given 10,000-fold compression, 
anybody with a home computer could store 
all the main encyclopaedias, a half-century 
of newspaper and magazine back-numbers, 
plus a lot more, on a single laser-read disc 
that costs $6 to produce. Nt bd. 

How soon fractal data compression en- 
ters the marketplace will depend largely on 
computer speed. The huge number of cal- 
culations required to compress or blow up 
data makes it too cumbersome a process for 
today’s personal computers. Even large, uni- 
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versity computers take ages to do the job. : 


America’s defence department is hurrying 
the work along. The Defence Advanced Re- 
search Projects Agency has given the Geor- 
gia team a contract to try and speed up the 
process so itcan be used to manipulate and 
analyse reconnaissance images quickly. 





Slimming pills 


Fureka 


PILL that helps people lose weight, 

without nasty side effects, has been de- 
veloped, tested and proved. Yet the British 
company that invented it, Beecham, has no 
plans to take BRL 26830A any further. lt is 
looking for somebody else to guide the drug, 
under licence, through large-scale trials and 
on to the shelves. 

Part of the story of BRL 26830A began in 
the 1960s when researchers discovered why 
new-born babies do not shiver when they 
are cold. They do not need to. When people 
shiver, their uncontrolled muscular move- 
ments produce heat and so keep them 
warm. New-born babies have another 
source of heat: cells packed with brown-col- 
oured fat. When a baby is cold, energy from 
the slow burning of brown fat (whose main 
job is to help drive growth and movement) 
goes instead to provide heat. 

This led to an investigation of brown fat 
in grown-ups and a new theory. According 
to the theory, unwanted food is burnt by 
brown-fat cells to stop it accumulating. The 
trouble with people who are naturally obese 
is that they have to build up a bigger store of 
fat before their brown-fat cells start co burn 
it up. So they feel cold and miserable when 
on a strict diet, because their brown-fat cells 
are not producing enough heat. 

That theory turns out to be only partly 
right, yet it pointed researchers in a fruitful 
direction. They tried to find ways to make 
obese people's brown-fat cells burn up sur- 
plus food more effectively. In 1984 a team 
led by Dr Tony Ainsworth at Beecham's re- 
search laboratories in Epsom, Surrey, found 
out how to do it with some mice, using hor- 
mones related to adrenaline. Such hor- 
mones make brown-fat cells burn fuel faster, 
but also have nasty effects on the heart, 
lungs and other organs. Dr Ainsworth's 
team developed a set of drugs that stimulate 
the receptors on brown-fat cells without af- 
fecting the receptors on heart and lung cells. 

The prototype slimming pill was tested 
on a strain of obese mice which inherit inef- 
ficient brown-fat cells. When given a normal 
diet, the fat mice on slimming pills either 
lost weight or gained little. Others from the 
same strain on the same diet but no slim- 
ming pill got steadily fatter. 

Some pills based on Dr Ainsworth's 
prototype have now been tested at the 
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Inefficient Garner add friend 


Ninewells hospital in Dundee. A sample of 
40 obese people—mostly women and all at 
least 2096 overweight for their height—were 
split into two groups. Both were given a low- 
calorie, high-fibre diet for 20 weeks. One 
group also took BRL 26830A; the others, un- 
knowingly, were given a placebo instead. 

People who took the drug lost an aver- 
age of 15.4 kilograms in the 20 weeks of the 
study and the others lost an average of only 
10 kilograms. In other words, the effect of 
the drug was nearly half as much again as 
that of the diet. A few of the people became 
tremulous; there were no other side-effects. 

The drug does not mean salvation for 
gluttons. The people it could, apparently, 
help are those who are fat because of the 
metabolism they have inherited—not peo- 
ple who simply eat too much. Dr Alan 
Connacher, a research fellow at Dundee 
University, is trying to find out exactly how 
the drug works. lt is already clear that 
brown-fat cells are not the crucial thing. 
Adults have too few of them to burn off a 
useful amount of fuel. The extra burning 
stimulated by the drug seems instead to take 
place in the cells of skeletal muscles. 

The muscle cells that are stimulated by 
BRL 26830A to burn fuel faster do so all the 
time, not just when the muscles are contract- 
ing. And muscle tissue itself does not get 
burnt. In fact, the drug is so good at making 
the body burn fat and not lean meat that a 
related hormone has been developed for use 
in agriculture—to make beef cattle produce 
leaner carcasses. 

Why, then, is Beecham—whose re- 
search team is the furthest advanced of sev- 
eral working on such drugs—merely licens- 
ing out the drug rather than selling it itself? 
The company argues that the number of 
people who go to their doctors with weight 
problems that the drug could help is rela- 
tively small. Perhaps that it is because in the 
past doctors have had precious little to offer 
them. 
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owners, 


financial officers and profes- 
sional investors subscribe to the... 
authoritative ^ Young's. World 
Money Fc scast for its forecasting 
curacy on the economy, interest. . 
rates, U.S. Treasury securities, 
Federal. Reserve policy, the stock 
market, currencies, inflation and gold, 
You've read about Richard. C: Young's 
"unique analysis in The Wall Street Jour- 
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An Introduction for 


New Subseribers Only m 






resource on the impact Gorbachev's revolution 
will have on the Soviet Union and the West, 
Gorbachev's Russia and American Foreign Policy 
provides crucial background on current summit 
issues and offers fresh insight into. the critical 
policy choices facing America's next president. 

This provocative volume includes essays 
by Seweryn Bialer, Joseph S: Nye, William G. 
Hyland; Robert Legvold and other noted par- 
licipants in the East-West Forum, a center for 
policy analysis that aims to improve the tong- 
term management of superpower relations 
and U.S. foreign policy. 


“Timely, important and comprehensive... 
offers controversial answers regarding the 
world's most sensitive relationship’ 

-—ZBIGNIEW BRZEZINSKI 
“An extremely thoughtful book by some of 


the world’s foremost scholars.” 
——HENRY KISSINGER 


WESTVIEW PRESS 


An East-West Forum Publication. 512 
pages.. Paper. $15.95; cloth, $32.50. 
Now at your bookstore. To order, call 
303-444-3541, or use coupon. 
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Woman's participation i the e 
labour force: A methods test in 





India for improving its 
measurement 

by R. Anker; M. E. Khan and R. B. Gupta - 
In recentyears much of women's activity inthe labour 
force has gone unreported or under-reported, thus 
making it difficult to collect accurate statistics. This 
study—based on a survey of 1,621 households in 


Uttar Pradesh State—shows that appropriate survey: 


techniques and questionnaire design can lead to a 
more.accurate and complete measurement of their 
activity in the labour force. The conclusions. are 
relevant to develeping countries as a whole. 

ISBN 92-2-106259-7 £12.10; US$19.25; SF27.50 
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Labour relations in African countries are becoming 
increasingly important since the growth in the wage- 
earning labour force inthe modern sectors. This book 
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While Reagan and Gorbachev are talking, | 
this is the book you should be reading. 
"The best book yet on the subject" o^ 


—McGEORGE BUNDY 
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The Fourth Edition 

The fourth edition of World. Tables provides 
1966-1986 economic, demographic, and social - 
data for 126 countries and territories. Among the 
indicators. given for each country are. GNP per 
capita, population, origin and use of resources, 
domestic prices, manufacturing activity, mone- 
tary holdings, central government finances, for- 
eign trade, balance of payments, external debt, 
and social indicators. Includes a section on 
sources and methods, à glossary of terms, and 
general and country notes. 


ISBN 0-8213-1035-6, US$30.00- (hardcover) 
£27.00 : 


World Bank Research 
Program 1997. — 
Abstracts of Current Studies - 


This annual publication: summarises World Bank 
research projects that were ongoing or complet- 
ed during fiscal 1987. The objectives, method- 
ologies, and achievements of each project are 
described. Abstracts are grouped into nine 
categories: M 






















@ Agriculture and rural development’ — 
@ Comparative studies 
@ Development policy and planning 
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The pliant Hashemite 


COLLUSION ACROSS THE JORDAN, KiNG ABDULLAH, THE ZIONIST MOVEMENT, AND THE PAR- 
TITION OF PALESTINE. By Avi Shlaim. Oxford University Press; 676 pages; £35. Published in 
the United States by Columbia University Press 


EN he was a young conscript in the 

Israeli army, a sleeping Avi Shlaim 
made the mistake of letting his commander 
kidnap his rifle. For this delinquency he was 
sant marching rifleless, and trouserless, 

»ss the border into Jordan. It would serve 
nim right, he was told, if the Jordanians shot 
him. They did not. Indeed, there were 
no Jordanian soldiers to be seen on 
Jordan's side of the border, a circum- 
stance that suggested to the young Is- 
raeli that there was something a little 
bit special about the relationship be- 
tween Israel and Jordan. 

In this splendid book the middle- 
aged Avi Shlaim, still rifleless but 
now Alastair Buchan Reader in Inter- 
national Relations at the University 
of Oxford, traces that special rela- 
tionship to its origins in the crisis in 
Palestine between 1947 and 1949. His 
account, drawing from a bounty of of- 
ficial archives recently declassified 
under Israel's 30-year secrecy rule, 
breaks up the familiar historical jig- 
saw and re-arranges the pieces. 

The central events of the period 

ot in dispute. In November 1947 

United Nations General Assem- 
bly voted to end the British mandate 
in Palestine, to partition the country 
into Jewish and Arab states and to 
internationalise the government of Je- 
rusalem. Six months later Britain's 
troops pulled gratefully out of a Pales- 
tine that was disintegrating into civil 
war. But no other part of the UN reso- 
lution was implemented according to plan. 

The fighting between the Jews and Ar- 
abs inside Palestine itself billowed into a big- 
ger war between the Jews and the Arab ar- 
mies of Egypt, Lebanon, Syria, Iraq and 
Jordan. By the end of the war Israel had oc- 
cupied far more térritory than had been al- 
lotted to it under the partition plan. The 
Palestinian Arab state never came into be- 
ing at all. Instead, King Abdullah of Trans- 
jordan grabbed the West Bank, and half of 
Jerusalem, for himself. 

Historians agree on this bald outline, 
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Abdullah's eyes were on Syria 


but on little else. Zionist historians portray 
the events of 1948 as the heroic struggle of 
an Israeli David against an Arab Goliath; 
Arabs stress the military strength of the Jews 
and the disunity of the Arab expeditionary 
forces. In the Zionist version of events, no 
Arab state ever countenanced the possibil- 





ity of living in peace with Israel. The Arabs 
say that Israel has been consistently more 
intransigent. 

Mr Shlaim is one of Israel's “revision- 
ist" historians. The proposition that no Ar- 
abs considered making peace with the infant 
Israel does not survive his scrutiny. Long be- 
fore the British left Palestine, King Abdullah 
saw the importance of an accommodation 
with the Jews. He did not believe that the 
Arabs could dislodge the Jewish population 
by force, and he was anxious to avoid a war 
in which Transjordan's most precious diplo- 
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matic tool, the British-offcered Arab Le- 


gion, might be swallowed up in purposeless — 


fighting. Above all, he wanted to expand the 
miserable little kingdom Britain had settled 
on him in place of the Greater Syria he 
craved. Syria remained Abdullah's ultimate 
target. A piece of Palestine would, in the 
meantime, suit him nicely. 

Abdullah's ambitions were not only un- 
derstood by the Jews but welcomed by them. 
The pliant Hashemite would certainly make 
a more congenial neighbour for Israel than 
would a Palestinian state under the fanatical 
leadership of Haj Amin al-Husseini, the 
mufti of Jerusalem. A few days before the UN 
resolution, Golda Meir met Abdullah se- 
cretly at Nahariyam, on the Jordan river. 
The king disliked the charmless Zionist 
from Milwaukee, but they made an unwrit- 
ten agreement. Israel would not ob- 
ject to the Arab Legion grabbing the 
parts of Palestine that were supposed 
to go to the Palestinian Arabs—pro- 
vided it did not cross into the areas 
the UN had set aside for the Jews. 

The knowledge that Golda Meir 
conducted a secret diplomacy with 
Abdullah is not new (they met for a 
second time a few days before the 
British evacuated Palestine) but the 
extent of their collaboration—and 
Britain’s part in it—has never been so 
persuasively documented. Israelis still 
blame Ernest Bevin, Britain’s foreign 
secretary, for pushing the Arab Le- 
gion into Palestine because he wanted 
to strangle Israel. 

Bevin, to be sure, was no friend of 
the Zionists. But Mr Shlaim shows 
that by February 1948, when Bevin 
was told of Abdullah’s plans to take 
over the Arab parts of Palestine, he 


the Jewish state as inevitable. The 
British gave Abdullah a green light, 
while warning him away from the ar- 
eas the UN had awarded to the Jews. 
In other words, it was the Palestinian 
Arab state in Palestine, not the Jewish 
one, that Bevin helped to thwart. 

King Abdullah emerged from the 1948 
war having achieved his aim of adding the 
central part of Palestine to his kingdom. It 
did him little good. In 1951 he was assassi- 
nated in Jerusalem. Israel pushed his grand- 
son, King Hussein, back across the Jordan in 
the six-day war of 1967. The special relation- 
ship persists: King Hussein occasionally 
meets Israeli leaders in secret. But the Israe- 
lis, strong now, are no longer so eager to se- 
cure their eastern flank by political means. 
King Hussein has not inherited his grandfa- 
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ther’s appetite for the indigestible West 
Bank. Only the Palestinians remain trapped 
where they were 40 years ago: stateless, yet 
still unwilling to buy their own statehood by 
recognising that of the Jews. 





White House memoirs 


Bile and nectar 


For THE REconp. By Donald Regan. Har- 
court Brace Jovanovich; 397pages; $21.95. 
To be published in Britain in June by Cen- 
tury Hutchinson; £16.95 

REVOLUTION. By Martin Anderson. Har- 
court Brace Jovanovich; 486 pages; $19.95 


Y NOW just about everybody knows 

the astounding secret at the heart of 
Mr Donald Regan’s book: the revelation 
that President Ronald Reagan’s calendar is 
determined by astrological prediction. So, 
should anybody bother to get hold of the 
book and read the rest of it? Simple answer: 
yes. The former White House chief-of-staff's 
memoirs drip with self-pity and with malice. 
Yet they also provide an incomparable key- 
hole look at Mr Reagan’s extraordinary 
presidency. 

Mr Reagan’s laid-back ways are public 
knowledge, in a general sort of way. People 
are aware that he likes his time off, that he 
cannot be troubled with detail and that he 
believes in delegating responsibility to his 
staff. All that is probably to the good; but 
Mr Regan reveals, far more vividly than any- 
body has before, what the president’s ami- 
able and trusting vagueness actually means 





Lawyerised — 


RITISH justice must not only be 
done, it must be seen to be believed. 
There is much that is wrong with the En- 
glish legal system, but nothing more so 
than the attitudes of its practitioners: the 
' unjustified pretensions of the legal profes- 
sion; its incompetence in the role in which it 
has for centuries claimed a supremacy of abil- 
ities; its unwillingness or its ignorance of the 
means to adapt itself to the demands of mod- 
ern life in general and the claims of the citi- 
zens of the welfare state in particular. 


So wrote in 1967 an eminent member of 
the profession, Morris Finer, then a QC 
but later a high court judge. 

What has happened in the meantime? 
Nothing much; and according to Michael 
Zander in his book A MATTER OF Jus- 
TICE*, nothing that has happened (or has 
been proposed) will fundamentally 
change the system. If laws are made sim- 
pler, they will not necessarily be simple; 
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Now what? 


to somebody working closely with him, try- 
ing to carry out his instructions. 

Soon after his election in November 
1980 Mr Reagan telephoned Mr Regan, 
then chairman of Merrill Lynch, to ask him 
to be his treasury secretary. "See you in 
Washington,” said the president-to-be, end- 
ing the telephone conversation—and any 
discussion of the new job. Neither then, nor 
in the four years that followed, did the presi- 
dent enlighten Mr Regan with a one-to-one 
chat on economic or monetary policy. It 
gradually dawned on the baffled freshman 
secretary that his brief began and ended 
with the declaration of principles contained 
in Mr Reagan's election platform: if he 


easier access to lawyers does not mean eas- 
ier and cheaper access to justice; if the 
methods for selecting judges were altered, 
the same overwhelmingly male, middle- 
class and ancient would be appointed; if 
the two branches of the profession (barris- 
ters and solicitors) are allowed to merge, 
most will maintain the status quo; if police 
powers are increased (or decreased), it will 
make not a jot of difference to the crime 
rate nor to the overcrowding of prisons. 
Mr Zander, professor of law at the 
London School of Economics, is a legal 
outsider. Perhaps all the better for that. 
He has produced one of the few good an- 
alytical studies of the English legal sys- 
tem—concise, coherent, cogent and witty, 
technical too but fascinating for the lay- 
man. Three suggestions for reform are of- 
fered: a bill of rights, which really means 
the European convention (itself a com- 
mon-market bill of rights) being available 
in the British courts; a Ministry of Justice, 
which would eliminate the chaos (and 
much of the cost) of administering justice, 





wanted, as indeed he did, to “let Reagan be 
Reagan”, it was up to him to translate these 
principles into action. 

Four years later, as the president's chief 
of staff, Mr Regan drew up a policy paper: a 
plan for an active and constructive second 
term. He expected the president to read this 
report, decide on priorities and call for more 
detailed suggestions. But Mr Reagan's only 
comment was a nod of approval: "It's good, 
it's really good, Don." And that was that. 
Mr Regan was learning, for the second time, 
that the president expected his lieutenants 
to act on his intentions, rather than on his 
spoken instructions. This implies a degree of 
trust that can lead to whopping misunder- 
standings. 

The president's men are appalled at the 
composite portrait of the presidency that 
emerges from Mr Regan's sharp vignettes. 
The president is proud of his past as a pro- 
fessional actor. Mr Regan makes it all sound 
rather foolish: a president, anxious to ple 
and not cause trouble, who parrots his m 
agers’ lines. Mr Regan's motives are suspect, 
his account riddled with half-truths, but 
there is enough that is recognisable in the 
portrait to make it deeply damaging. 

Mr Regan scatters gobbets of arbitrary 
homage, praising Mr Reagan for such presi- 
dential qualities as sound judgment and 
good instincts. But he is so cross with his ex- 
boss (and, especially, the boss's wife) that he 
cannot bring himself to express respect for 
the president as a man: his words of praise 
turn sour when he reflects on Mr Reagan 
not having had the “manliness” to tell him, 
to his face, that it was time for him to go (in 
fact it was long past time). His sense of griev- 
ance detracts from the value of an illuminat- 


which is presently divided between the 
Lord Chancellor's office, the Home Of- 
fice, the Attorney General's office and 
umpteen other government departments 
and executive release to reduce the prisot 
population. However, given the absence 
of political will, all three are likely to be 
confined to solitary. 

Mr Zander asks: "Is the legal system 
heading anywhere?" Complaints about 
the system have been around since legal 
memory, which officially begins with the 
reign of Richard I almost eight centuries 
ago. As with most institutions, legal insid- 
ers are loth to change the way things are 
done; when change is forced upon them 
they use all their ingenuity to carry on as 
before. “The history of the legal system", 
sighs Mr Zander, "is littered with im- 
provements that made little or no differ- 
ence because those concerned managed to 
sabotage reform." His one hope is that, 
today, there are fewer saboteurs around. 





I.B.Tauris; 323 pages; £16.50 
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ing, vigorous book. 

To turn from Mr Regan to Martin An- 
derson is to exchange vinegar for honey. Mr 
Anderson was Mr Reagan's chief domestic 
and economic-policy adviser from 1980 to 
1982; he never liked government work, but 
his admiration for his boss is unstinting. 
The president, he says, established his prior- 
ities himself (there were two, a strong de- 
fence and a strong economy), and gave the 
conservative movement "focus and leader- 
ship". He admits that the president made no 
demands and gave almost no instructions, 
but he considered this shrewd management; 
not until the Iran-contra affair (the fault, he 
claims, of an embittered Casey and a Colo- 
nel North corrupted by money) was Mr An- 
derson disabused. Mr Reagan, he still main- 
tains, was masterly at juggling priorities. He 
also worked long hours on his speeches; his 
famous file cards, the supposed symbol of 
his small grasp of ideas, were in fact the re- 
-tion of whole pages of laborious 

ought. If his closest advisers had their 
doubts about his non-committal style, they 
kept it secret. Mr Anderson implies, with pi- 
ety, that perhaps they should do so still. 





Ludwig van Beethoven 
A sofa, and 
other tales 


REMEMBERING BEETHOVEN. The original bi- 
ography by Franz Wegeler and Ferdinand 
Ries. Andre Deutsch; 200 pages; £11.95. 
Published in the United States as BEETHO- 
VEN REMEMBERED; Great Ocean Publishers, 
Arlington, Virginia; $16.95 


“I SHALL lend you the book; one can- 
not stop reading it,” Robert Schu- 

1n told a friend soon after the German 

Jinal of this Beethoven memoir was pub- 
lished in 1838. He was right. Franz Wegeler 
was a lifelong friend of Beethoven and Ferdi- 
nand Ries, a fine pianist, was one of Beetho- 
ven's two acknowledged pupils. They might 
have produced a book full of praise for the 
master and thus, indirectly, for themselves. 
Instead they give us Beethoven "warts and 
all" through notes and reminiscences. How 
odd that the book has had to wait 150 years 
for its first English translation. 

Certain tales have trickled out in En- 
glish-language publications before. Here is 
Beethoven hiding in a cellar with a pillow 
over his head while the French bombard Vi- 
enna; composing amid domestic chaos and 
repeatedly knocking his inkwell into the pi- 
ano; hurling food at a waiter who brings the 
wrong dish; heaping abuse on a wretched or- 
chestra. The authors, however, were party 
to these scenes. Ries tells, for instance, how 
he had to play the piano while the master 
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fidgeted on the sofa with a lovely lady, later 
pursued by composer and pupil through the 
moonlit streets of Baden. 

Fortunately the authors also have plenty 
to say about Beethoven as composer and pi- 
anist: how he left most of his commissioned 
work to the last moment, was at his most 
brilliant as a keyboard improviser "when in 
a good mood or irritated”, and so on. The 
more information offered here, however, 
the deeper the mystery of composition be- 
comes. Beethoven suddenly decided to add 
just two notes at the start of the adagio of 
the "Hammerklavier" sonata half a year af- 
ter the work had been completed and was 
ready for publication. Ries confesses that at 
first he thought Beethoven had gone daft, 
then realised that the tiny change trans- 


joyous rondo to the C major piano concerto 
when, as Wegeler reports, he was suffering 
badly from colic, gobbling medicine and un- 
der such time pressure that he thrust each 
sheet of completed manuscript out to four 
copyists seated in his hall? 


Most of all, how did Beethoven sum- — 
mon the will to continue to compose at all — 


when struck by deafness—that "devil in my 
ears”, as he put it, which “has poisoned life 


forever"? Or could works like the last string — 


quartets come only from a deeply lonely 
man locked away for good in an inner world 
of limitless invention? Such questions, 


though not new, are posed with rare forcein 


this little book. 





The flowers that bloom in the spring, tra la 


Gilbert and Sullivan, Take 2 


T THE end of April the D'Oyly Carte 

ra Company, premier purveyors 

for over a century of the works of W.S. Gil- 

bert and Arthur Sullivan, came back to life. 

Aficionados have welcomed it with both joy 

and apprehension. Since the troupe's execu- 

tion in 1982, and the subsequent death of 

Dame Bridget D'Oyly Carte, devotees have 

had to suffer through all manner of untra- 
ditional performances. 

In Britain “The Ratepayers’ Iolanthe” 
and "The Metropolitan Mikado" coolly 
modernised the libretti and remodelled 
characters to resemble Margaret Thatcher 
and Ken Livingstone, the left-wing Fithrer of 
the Greater London Council; the English 
National Opera offered a de-orientalised 
1920s “Mikado” with spats and tennis rack- 
ets. "The Mikado” suffered, too, in Zurich, 
where a female Mikado appeared in gold 
paint, and in Chicago, where it was reset in 
corporate Japan. An Australian film version 
of “The Pirates of Penzance” replaced most 
of the score with new rock songs; a hodge- 
podge in Vienna mixed up characters from 
several works. = 

Lack of innovation is precisely what crit- 
ics disliked about the old D'Oyly Carte, 


which to some degree followed Gilbert's- 


prompt-books in recreating gestures and in- 
flections set down in the 1880s. But it was 
the burden of touring eight or nine shows at 
a time in an age of soaring costs and no gov- 
érnment subsidies which ultimately killed 
the company. 

Also partly responsible was the Arts 
Council of Great Britain. A notorious 
Council report issued during the final years 
of the company accused it of being like a 
doddering actress past her prime, with tired 
old productions and spirit, and then dared 
to compare its Gilbert and Sullivan to the 
glossier, heavily subsidised versions being 





Three little co-eds 





mounted by the English National Opera. 


Never having received any Arts Council as- 
sistance before, the D'Oyly Carte was in ef- 


fect prevented by the report from any gov- — 
\ 


ernment grants in the future. 

The company's death was greatly 
mourned by traditionalists. Members of the 
"inner brotherhood”, including millions of 


amateur-operatic-society performers, swore — - 


by the regulation fan-flicks and chorus semi- 
circles for over a century, and copied singing 
and diction patterns from the many “defin- 


itive” records issued by the company. But it 


is questionable whether the new D'Oyly 
Carte will attempt to recreate much of this; 
it promises to be a different kettle of fish. 
The new company, while grateful for the 
financial support of Dame Bridget's will 
(and the corporate assistance of British Mid- 
land-Airways), seems determined to erase 
the traditional musical errors that crop up 
in performance: The new musical director, 
Mr Bramwell Tovey, whose background is in 
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formed a good into a great movement. Or - 
again, how could Beethoven compose the _ 
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classical music, held hundreds of vocal and 
orchestral auditions earlier this year to help 
ensure no repeat of previous “misguided 
musical directions". His aim is to “take Gil- 
bert and Sullivan into the twenty-first cen- 
tury" with a "definitive musical stance" 
based on Sullivan's original manuscripts. 
Few former D'Oyly Carters appear in 
the roster. But there are many West End tal- 


ents and rival opera-company names, in- 


f 


cluding some from the New Sadler's Wells 
Opera, which has been producing its own, 
re-thought Gilbert and Sullivan with some 


success. Mr Christopher Renshaw, who 


staged three of these, is directing the D'Oyly 
Carte "Yeomen of the Guard". He plans 


— several deviations from tradition, including 


a first act that takes place almost entirely in- 
doors and the incorporation of several num- 
bers originally cut by the authors. 


— “Tolanthe”’, the other operetta to be revived 





i 


i 


in the first season, will be staged by Mr Peter 
Walker, whose prior experience includes a 
production of the popular New York revival 
of “The Pirates of Penzance”. 

After a spring tour, it is hoped the com- 
pany will be able to reclaim London’s Savoy 
Theatre by the autumn, in order properly to 
celebrate the “Yeomen” centenary in its 
birthplace. An American tour is also being 
discussed. And when asked whether the 
company would consider someday doing 
non-Gilbert and Sullivan works, the answer 
(oh, horror!) was not negative. , 





Classical sculpture 


False notes 


HE LANGUID girl below may not be 
all she seems. À century ago she turned 
up near the Gardens of Sallust, in Rome, 
without proper proof of identity. The land 
on which she was found was the property of 
the Ludovisi family, who had a collection of 
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Le Pen et La Pucelle 


TOULOUSE 


OAN OF ARC—conqueror of the 

English and Burgundians, convicted 

witch and saint of the Church—has 
been popping up more than usual in the 
latest French election campaign. The sec- 
ond round of the presidential elections, 
on May 8th, coincided with her feast day; 
leading politicians and columnists com- 
peted for her favours. Mr Jean-Marie Le 
Pen, the leader of the far-right National 
Front, calls her his “little sister” and says 
she helped him win his 4.4m votes in the 
first round. His followers’ hymn to Joan 
runs, in part: “Joan, if you could see your 
beloved, drugged, AiDs-ridden, prosti- 
tuted France, you would sound the alarm 
and take up arms again.” 

Worshippers of Joan—with the ex- 
ception of some communists, who see 
her as a freedom-fighter—traditionally 
belong to the Catholic and nationalist 
right. “Jeanne, me voilà! (Here | am!)" 
Charles de Gaulle once exclaimed before 
a statue of the Maid in Orleans, where 
she was born. But nationalism has spread 
leftwards this spring. “Give us back our 


ancient sculpture built up over many years; 
John Evelyn and Henry James both admired 
it. At the time of her discovery the family 
was selling off much of its land to Generale 
Immobiliare, the same company that later 
built the Watergate in Washington. Rome 
was also full of talent-scouts for both the 
new Fine Arts Museum in Boston and the 
new Carlsberg Museum ouside Copenha- 
gen, both of which were about to be led a 
dance by the cash-and-carry antiquarians of 
the Via Margutta. 

The side-panel on which the girl appears 
is one of three marble slabs known collec- 
tively as "the Ludovisi throne”. It was dated 
to the fifth century BC and praised as one of 
the best Greek pieces ever discovered, al- 
though nobody knew quite what it was: pos- 
sibly a sanctuary railing round a statue of 
Aphrodite, possibly a wind-break. In 1892 
Edward Warren, the Europe-based agent for 
the Boston musuem, offered 150,000 lire for 
it. He was told that it could not be exported, 
but as luck would have it another “throne”, 
a twin, had turned up in the same area. War- 
ren paid 165,000 lire for that, and it went to 
Boston, where it sits still. 

According to a study by Mrs Margherita 
Guarducci, just published in the May bulle- 
tin of the Ministry of Culture, the Boston 
throne was almost certainly the reworking 
ofan old sarcophagus. A journeyman sculp- 
tor probably did the work, under instruc- 
tion by German experts, sometime in the 
autumn of 1894. As early as 1949 a restorer 


Joan!" an opponent of Mr Le Pen cried 
in Le Monde, accusing him of abducting 
France's national heroine and "eternal 
lover". Mr Jean-Pierre. Chevénement, 
the new Socialist defence minister, wants 
to "revive France's sense of destiny", 
and sees in Joan a symbol of republican 
patriotism alongside the Marseillaise and 
the tricolor. 

Throughout this century "official" 
historians, as well as politicians, have 
tended to inflate figures such as Joan and 
Charlemagne to heroic proportions. The 
trend is especially strong in books pub- 
lished since the second world war, as if to 
counter the unpalatable truth that 
France had to be liberated from Nazi 
occupation by Britain and America. 
Since 1945 textbooks have taught that 
Joan "made the French understand that 
they should unite to defend their home- 
land" and "would not let foreigners rule 
her country." One word of comfort, 
however, for France's allies: the new 
prime minister, Mr Michel Rocard, has 
recently pointed out that three-quarters 
of Joan’s troops were foreigners. 


looked at the piece and reported that the 
brown tracings in the marble were made, 
not by ancient insects, but by Mayer's glue, 
much used in Rome in the last century. The 
Boston museum’s own examination in 1960 
pronounced the marble “ancient Greek” 
(that is not in dispute), and admitted that 
the carving was Greek-Roman. Not nine- 
teenth-century Roman, however. 

So what of the Ludovisi twin? A fort- 
night before Mrs Guarducci’s article, 
Rome’s most famous maverick art historian, 
Federico Zeri, announced on a televisi 
talk-show that he had always known 
Ludovisi throne to be a fake. The figure of 
Aphrodite on the main panel is, he says, 
much too voluptuous, “and one could drive 
a train between those extraordinarily pro- 
nounced breasts." As for the flute-girl, her 
wantonly crossed legs would not have been 
acceptable in classical times. 

Mr Zeri says he does not need much 
more proof. And although few others accept 
his judgment, it is hard to question intu- 
ition; most art-authentication comes to rest, 
in the end, on that. So Mr Zeri has caused a 
nervous thrill in Rome. Who knows how 
many other well-known and much-authenti- 
cated objects will turn out to be forgeries? 
On May 4th Corriere della Sera ran a large 
comic strip featuring "the art critic Federico 
Uno" under the appalling headline "The 
Colosseum a Fake: Built in 1500 to Encour- 
age Tourism and Pilgrimages”. 
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= banking, computers, telecom- 


consumer products 





«77:8 The political implications of 


1992 for EEC member states 


-@ The impact on the transport 


sector, including airlines 


"e What governments must face 


“up to and what companies 
should do in planning for 1992 


1992 offers exceptional challenges 





." and opportunities for companies 
not only located in Europe but 
. also for those based in America, 


Japan and Asia.. 


Many of the world's important. ; 


- decision-makers and opinion- 
- formers will be paying special - 





attention to this valuable survey. 


The Economist's July 2nd survey 


offers a unique opportunity to in- 
fluence them. 


To book your advertisement 
contact Christopher Collins in 
London or your local Economist 
representative. 


Fhe 





[Economist fim 


“The Economist Newspaper Limited, 25 St James's Street, London SWIA IHG 
. Telephone (01) 839 7000. Telex 24344. Facsimile (01) 839 2968 

. -> Frankfurt: Telephone (69) 728141. Paris: Telephone (1) 4289 3927 
New York: Telephone (212) 541 5730. Hong Kong: Telephone (5) 250 078 





de oi 


An Introduction to 


Business Forecasting 


| PIG ee I NUR RR ERE RR OPES RIS I 


Fe— M—— — "——Q—  "À—— À—! À— s— e: 


| Please send me details of ‘Business Forecasting’ 
Name. as 


There has never been a greater need for accurate 
forecasting. And never before has there been such a 
plethora of techniques and methodologies for carrying it 
out. This four day residential course will offer a critical 
assessment of the quantitative techniques and software - 
packages available to the forecaster, Participants will be 
given 'hands on' experience of some of the most recently 
developed forecasting software, and see demonstrations 
of commercially available packages. The problem of 
effective forecasting management and its role in the 
decision making process will also be examined over the 
four days. Because of the practical nature of the course 
places will be limited. 


Date: 21-24 June 1988. Fee: £1,000 (inclusive of residence). Applications 
should be made to the course registrar, Rehana Shah, Business Forecasting, 


London Business School, Sussex Place, Regent's Park, London NWI 454A. 01-262 5050. 


— EGoN TE] 
——..... Position | 


Address... NER PN NES SN 


1. Intensive study of the language 
(Minimum 34 lessons per week) 


-- 


2. Constant practice of what you have learnt, every 
day from 8 a.m. to 10 p.m., 
with teachers present at mealtimes and in the evenings. 


* Residential courses, every 
comfort. 

+ Private and group lessons. 
(Maximum 6 participants). 

* Courses in French for young 
people during the holidays.: 


164, Avenue du Cháteau, Nivezé - B-4880 Spa - Belgium 
Tei: (+32) 87/87 71 64 - Fax (+32) 87/77 36 29 - Telex 49650 ceran b 
in U.S.A. ; Languagency - Tel: (203)28? - 1699 - Fax (203) 284 * 1827 


Taking the GMAT or GRE 


exams? 


We CAN help 
Write ta: : 
Graduate Tutorials, GTAC Associates, 
FREEPOST, London.W5 4BR. 
Tel: 01- 993 3983 


SCHILLER INTERNATION 


COURSES 


HOME STUDY COURSE in economics, 
A 10-lesson study that will throw light 
on today's baffling problems. Tuition 
free-—small charge for materials. Write 
ty George Institute, 121 E 30th 

t, New York, NY 10016, USA. 


Students with only 10 years formal 


schooling for entry into Schiller 
International University at our 
‘Wickham court campus in Greater 


UNIVERSITY Dept. UP4 


51 Waterloo Road, London SE1 8TX 
Tal: (01) 928 8484 Telex: 8812438 SCOL 
(Accredited member AICS Washington DC, USA). 


Western International 


- Universit 
A Hegional 'Aceredite 7 (Le 
‘in London, offering E following programa 


(London: 


yin Phoenix, ‘Arizona, U; 


us) 


with a campus 


am 


A, MSc & BSe Degrees in: 
*Management err Management *Hospitality Management S Oder 


Information Science *Travel & 


Tourism 


agement The Universi 


| Regionally Accredited by the North Central Association of Colleges: & Schools = 


. Phoenix and London and will grant Credits for existing 
us is optional. 
Jniversity, (E) Meridian House, 


f eter transfer to the US Carn 
estern International 


fications. Mid- 


Royal Hill, Greenwich, London SEIQSRT  — 
> Tel: 01-853 4484 7x:8953233 ELSLON G i 


Speak 


like a diplomat! 


What sort-of people need to learn a 
language as quickly and 

ible? service 

| that. s who. You can learn the 


y b 
bv U Eo taion avi Institute [FSH for use for use 
t; Departs 
stationed abroad, ©THE HE Fal BA 
SPANISH COURSE. 
The basic Spanish Course consists of a 


set of audio cassettes and accompanying 
text books: you simply follow the written 


and recorded instructions, With the FSI's 


unique jeacning method you set your 
own pace — testing yourself, correcting 
errors. -and reinforcing accurate respon- 
ses. It is, we believe, the best course 
available to teach you a comprehensive 
knowledge ot Spanish. 

The FSl's imroductory Basic Spanish 
comes: in two. parts Vol. i provides. an 
introduction to the simpler forms of the 
language and a basic vocabulary. Vol. il 
introduces more complex ‘structures: and 
additional vocabulary: 

You may. order one or both courses. 


TO ORDER, JUST CLIP THIS AD and 
mail. it. with your name and address 
and a or money order. Or, 
charge it to your credit card (American 


y. Express, VISA, Access, Diners Club) by 


enclosing card number, expiration date, 
and your signature. 


O Volume l: Basic. 12 cassettes (16 hr). 
instructors manual. 464-page text 
£99:50 (or $150 US) : 

C Volume Il: intermediate. 8 cassettes 
(12 hr). instructor's manual. 614- 
page text. £89.50 (or $132 US) 

All prices are inclusive. 

For shipment outside Euro 

please include £10 (or $190: US) 
additional postage. 

Many other FSI language courses also 

available. Write to us for free catalogue. . 


Spanish, rerum t and we wil eund Quiidtord 


every penny you paid. 












COURSES 


The Ashridge MBA Programme 
An international programme leading to the award of a Masters 
Degree in Business Administration y City University, London. 


> A unique modular structure, combining residential modules at Ashridge with 
company-based project work on à live issue of strategic importance 
(one year duration). — ‘ BP 


» An integrated approach to developing general management skills and visionary 
leadership qualities based on Ashridge's extensive experience in this area. 


> A focus on ae issues with a global perspective responding to the 
changing needs of organisations and managers operating in volatile 
business environments. 


> Management learning in the core business disciplines, linked throughout to 
project work and organisational assignments to ensure their relevance, is 
taught by a faculty which combines intellectual rigour with practical 
business experience, 


> The Ashridge MBA Programme is designed to provide accelerated development 
of.experienced, high-calibre managers, who are likely to make a major 
contribution to.the future success of the organisation. 


If you are looking for a senior management development opportunity which 
leads to a recognised managerial qualification and benefits both the individual 
. candidate and the organisation, send now for a 
Copy of the 1989 prospectus which gives full 
details of the distinctive Ashridge MBA. 
Programme, from: MBA Administrator 
: Ashridge Management College 
Berkhamsted - Hertfordshire 
HPAINS-Engand ^ — — 
Tel: National (044 284) 3491 or 2311 
international +-44 44 284 3491 or 2311 
Telex: 826434 ASHCOL G 
Fax: 044 284 2382 
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Financial Seminar 
Lr 1 SOROR NU 
for Senior Managers 

É a 

All managers experience a need to understand more fully the 
complexities of accounting and finance as they move into more 
senior management positions. E NEL 
(aș Hhisintensive five day residential seminar has been designed 
to help managers, whatever their specific expertise, to understand 
and use financial information more effectively in reviewing 
performance and making decisions. 

Topics covered include: € financial and business analysis 
* management of profit and cash flows € profitability analysis at 
company and product level € making investment decisions — 
projects, mergers and acquisitions € managing financing — equity, 
debt, leasing ` . 

Course Director: Professor Walter Reid, MA FCA 
Dates: 6-10 June 1988 £1,750 inc; 7-11. November 1988 £1,750 inc. 


Contact: Brenda Pomfret, Course Registrar, London Business School, 
Sussex Place, Regent's Park, London NWI 4SA. Telephone 01-262 5050 














Please send me further details on ‘Financial Seminar FSM’ tcows;ee. | 
Name Position. 

| Company. | 
Address. 

| em Tel. | 
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puts an MBA | 
within reach. 


| 
| 
| 
| 
| 
L 








Distance 
Learning 







It is said that Britain needs at least another 
10,000 MBAs every year, simply to catch up 
with the management professionalism of 
other leading nations. 







Thanks to the University of Warwick and 
Wolsey Hall Oxford you can join this 
management elite by studying largely at 
home. The two have combined their 
respective expertise in business studies 
and home study to devise a course which 
enables you to: 00 








- Study effectively without giving up 
your job. - 





— Apply immediately at work what you 
learn on the. course 





~ Become a better manager ... and a 
better qualified one 


Between them, they have helped several 
hundreds of managers on their way ... and 
helped their salaries too. 






Why not post the coupon or telephone 
today to find. out more? If you have an 
interesting career history or hold a good 
honours degree or equivalent, this could be 
the best move you ever made. 








TO: Warwick Business School, Distance Learning MBA Office, Dept. AK4 
66 Banbury Road, Oxford.OX2 6PR. Tel: (0865) 310310 
Telex: 83539 OBS WHO 

Please send me full information on the Warwick MBA course. 


> a bagnen Seo Dra cre MBA ti De | 








Name: 





Address: 















UNIVERSITY OF WARWICK ! 


pensada iek a arteriam 
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APPOINTMENTS 


eis 
































University of Hong Kong _ 
STAFF TUTOR IN ECONOMICS 


4 torship in the Department of Extra- 
Mural Studies. The Department offers a 
wide variety. of courses in Economics, 
Banking, Statistics, Business and Man- 


Courses to general interest 
-Applicants are expected to have a good 


_ first. degree in Economics and post- 
graduate and/or professional qualifica- 
tions in Economics or a related area 
(see item 4 below). The appointee is 
expected: (1) to. plan, develop and 
administer courses in Economics and 
felated areas and to introduce the lat- 
est concepts in the field, including the 
goon iy of distance learning: (2) 

to teach in his/her specialism; (3) to 
pursue his/her own research; (4) to 
- operate as a team member in the 
organisation and teaching of courses in 





Applications are invited for.a Staff Tu- . 


-agement Studies, ranging from degree ` 


The most renowned school for French 
INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
MAKES LEARNING FRENCH 
A WONDERFUL AND UNIQUE EXPERIENCE 


LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED. 
For adults. B levels from beginner | to advanced ii. 


Next 2, 3 or 4-week immersion course starts 5 April and 2 May, and ail year. 

Years of research & experience in the effective teaching of French to adults. 
INSTITUT DE FRANCAIS — EE21 : 

23 Av. Gén.-Leclerc, 06 VILLEFRANCHE/ MER. T. 93 01 88 44. Tx. 970.989F. 


UNIVERSITY OF SAN FRANCISCO 


Invest in Your Future, Distinguish Yourself with a 


MASTER OF ARTS DEGREE 
in 
ECONOMICS 
or 
INTERNATIONAL ECONOMICS 


Options: General, Financial, International and Development 
Economics, Economics and Business Forecasting 
For info; Dept. of Economies, Univ. of San Francisco, 
San Francisco, Ca 94117- 1080, USA. Tel. 415-666-6671 
From outside Calif. 800-CALL USF, Fax 415-386-1074 


cians 


law, accounting, banking and statistics. 
A background in one or more of these 
areas would be an advantage. 


Annual salary (superannuable) is on an 
11-point scale: HK$188,040- 
HK$314,340 (approximately £12,970- 
£21,680 sterling equivalent as at 9 May 
1988). Starting salary will depend on 
qualifications and experience. At cur- 
rent rates, salaries tax will not exceed 
16396 of gross income. Children's edu- 
cation allowances, leave and medical 
benefits are provided; housing or ten- 
ancy allowances are also provided in 
most cases at a charge of 73196 of 
salary. 


Further particulars and application 
forms may be obtained from the Asso- 
ciation of Commonwealth: Universities 
(Appts), 36 Gordon Square, London 
WC1H OPF, UK, or from the Appoint- 
ments Unit, Registry, University of 
Hong Kong, Hong Kong. Closes 7 
August 1988. à 

































cost evaluation. 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 


Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 


M QUI ROREM 


completing 
without formal classes or seminars at your own pace and time, 
Send detailed résumé on work fife and academic experience tor a no 


PACIFIC WESTERN UNIVERSITY 


500 N Sepulveda Blvd, Los Angeles, California 90049—Dept 137—USA 


mman Simi bani RM levee miM aie wies) ipee ou MM uiae ea Mies e. 


im 





FINANCIAL ANALYST/FAMILY PLANNING SERVICES 


International consulting firm seeks individual with qualifications and 
experience in financial analysis and/or business administration to work 
with private industries and governments world-wide in the development 
of family planning policies and services. Individual must be fluent in both 
English and French. African experience preferred: Knowledge of US AID 
programs. helpful. Contact. Mr Joseph. Deering,’ c/o. John Short .& 
Associates, Inc, Post Office Box.1305, Columbia, Maryland 21044, USA, 
or telephone (301) 964-2811. 








ROBERT S. McNAMARA 
FELLOWSHIPS 


The World Bank is pleased to announce the seventh annual Robert S. McNamara 
Fellowships in honour of its former president. 

Research fellowships are awarded each year to approximately ten outstanding 
scholars or groups of scholars to support innovative and imaginative work that 
contributes to the general knowledge of economic development. The fellowship 
will provide a stipend for subsistence, travel; accommodations and an.allowanc 
for books and research costs. They will be awarded for one year beginning 1 July 
1989. It is expected that at least one. product of the fel lowship will be a publishable 
essay of not more than 40 pages that is written in plain language with the subject 
matter therefore accessible tolaymen. 

Individual candidates for fell lowships are usually. expected to be under 35 years oid, 
hold at least a Master's degree, and carry out the research work in a Bank member 
country other than their own. McNamara Fellowships are. not intended to support ` 
degree study programs. 

While: there are no restrictions on the research topics within the generat field of 
economic development, each year the fellowships committee emphasises: work on ` 
topics in specially selected areas. The areas designated by the World Bank for this 
year will be announced in the summer of 1986. 

Proposals from a co-operating group of scholars from the same institution will also 
be- considered and will be given special consideration if it-can-be shown the 
“proposed research will contribute to strengthening an institution in a developing 
country. 

Applications must reach the Fellowships Office by 1 November 1988. For further 
information and application procedures, please contact the McNamara Fellowships 
Office, Economic Development RH, The World Bank, 1818 H Street, NW, - 
sedi al DC, 20453. 


l i EAD 


THE EUROPEAN INSTITUTE OF BUSINESS 
ADMINISTRATION 


seeks for its MBA programme 


CAREERS 
SERVICE OFFICER 


To organize the career service and liaise with companies on 
placement of its graduates. 


Proven ability to administer and build a department and to work 
in-a multinational.environment. 


Fluency in English and French - German highly desirable. 
SALARY RANGE £ 15 600/18 000/Year. 1 





































Send resume and cover letter to 

MS R: LEFRANCOIS, Personnel Department 
INSEAD - Bd de Constance 

." 77305 FONTAINEBLEAU Cedex (FRANCE). 
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APPOINTMENTS. 





University of Newcastle 
Upon Tyne 

Land-use and Water Resources 
Research 


AGRICULTURAL ECONOMIST 
RESEARCH ASSOCIATE 


Required to join a multi-disciplinary 
team investigating irrigation demands 
and water resources in part of the East 
Anglian Fenland. The study will involve 
the development of an integrated water 
rasources-agro-economic model which 
can be used by the Anglian Water 
Authority to explore alternative options 
for meeting projected irrigation de- 
mands. You will hold a good.degree in 


Agricultural Economics or Agriculture . 
and will have postgraduate training - 


and/or experience of economic 
modelling. 


" lary at appropriate point on the 
ade 1B scale: £8,675-£11,680 per 


amum. Post available from 1 August: 


1988 for one year. 


Applications (two copies) with the 
names and addresses of three referees 
to Dr J. Lingard, Department of Agricul 


tural-Economics and Food Marketing, ^ 


The University, Newcastle Upon. Tyne 
NE1 7RU, from whom further particu- 


lars are available. Closing date for.. | 


applications is 20.6.88. 












UNIVERSITY OF YORK 
CENTREFORHEALTH — 
ECONOMICS 


Applications are invited for the post 
of Senior Research Fellow (grade 
equivalent. to Senior Lecturer) in 







Applicants should have established 
“kills in economics and/or econo- 
ietrics and an interest in, or record 
! research management. People 
wishing to move into health eco- 








would people wishing to be sec- 
onded from their present posts in 


teaching or research departments. 
The post. is available from. 1. July 
1988 for three and a quarter years 
(ie to 30 September 1991) in the | 
first instance. The person appoint: 
ed will be responsible for develop- 
ing a research programme in one of 
the priority areas of the Centre. 


Salary within the ránge £18,290 to 
£22,910 per annum, with USS. 
Six copies of applications, with full 
curriculum vitae and naming two 
referees, should be sent by 9 June 
1988 to Registrar's ment 
(Appointments), University of York, 
Heslington, York YO1 5DD. Further 
particulars are available. Please 
quote advertisement reference 
number 6/6252. 


Informal enquiries to Professor 
Alan Maynard (tel: 0904 430000, 
ext 5752). : 


































| Agricultural Economics 


| nomics or social policy and plan- 


<d welcomed. include: development 
the Centre for Health Economics. . 


‘| policy and. planning: politics and 


nomics from other-sub-disciplines |: 
would be most welcome to apply as f. > 


University of Aberdeen 
Department of Economics 
RESEARCH ASSISTANT 


Applications are invited for the above 
post commencing October 1988 for 
one year to work on a project entitled 
"Assessing the Impact of Government 
Expenditure and Debt on. Private Sec- 
tor Behaviour’ with Dr R. Macdonald 
and Mr A. Speight. Applicants should 
have a degree in. Economics. Salary 
£8,675 per annum on the IB scale for 
Research and Analogues Staff. 


Further particulars and application 
forms from The Personnel Office, The 
University, Regent Walk, Aberdeen 
AB9 1FX, to. whom applications (two 
copies) should be returned by 10 June 


1988. Telephone 0224 273500. (Ref 


WD/093) 





UNIVERSITY OF EAST ANGLIA 
Norwich 
SCHOOL OF 
DEVELOPMENT STUDIES/ 
OVERSEAS DEVELOPMENT 
GROUP 







: Lectureships in 
|. Economics/ 


and Social Policy 
and Planning 
Applications are invited for one 
permanent and. one three-year 


ixed-term lectureship in the fields 
| of economics, agricultural eco- 









ning. Specialists within econom- 
ics in which applications- are 








economics, international econom- 
lcs, health economics, natural re- 
Source economics and quantita- 
tive. methods; and within social 







public policy, health planning and 
+ urban policy. Appointments are to 
be made from 1 October 1988 or 
8S soon as possible thereafter. 
The fixed-term appointment will 
be in the Lecturer Grade A scale 
(£9,260-£14,500 per annum); the 
„permanent appointment may be 
made on the Lecturer B scale 
£15,105-£19,310 per annum). 
hese posts are superannuable. 
—— (three copies), 
which should include a full cur- 
ae es t dat Pf birth ‘together 
exact date 0 P 

“with the names and addresses of 
“three persons to whom reference 
a dg at should be lodged 
vith the Establishment Officer, 
University of East Anglia, Nor- 
wich NR4 7TJ jue hone 0603 
56161, ext 2734) from whom 

rther particulars may be ob- 
tained, not later than 7 June 
oe No forms of application are 































UNIVERSITY OF 
STRATHCLYDE 


FRASER OF 
ALLANDER INSTITUTE 


RESEARCH 
FELLOW 


Applications are invited. fora 
Research Fellowship, initially 
tenable: until March 1990, to 
work on an ESRC Macroeco- 
nomic Modelling Consortium 
funded project. Candidates 
should have a postgraduate 
qualification in economics. The 
position will require a high de- 
gree of numeracy and a knowl- 
edge of programming. lan- 
guages would be an advantage. 
Salary on scale £9,865- 
£15,720 per annum. 

Applications (quote Ref: R21/ 
88) with curriculum vitae and 
the names and. addresses: of 
three referees should-be sent to 



















of Allander Institute, University 
of Strathclyde, Curran Building, 
100 Cathedral Street, Glasgow 
G4 OLN, by 13 June 1988. Tel: 











SCHOLARSHIP ei 





Professor |. Hy McNicoll, Fraser 


041 552 4400, extensions 
| 3960/3962, for ^ further 
information. RENE 





University of Newcastle 
upon Tyne 

Department of Economics, Accounting 
and Management 


LECTURESHIP IN ACCOUNTING: ^ 


Applications are invited for the post of 
Lecturer in Accounting in the Depart- 
ment of Economics, Accounting. and 
Management. The Department offers'a 
well-established Honours. Degree. in 
Economics and Accounting and-an ex- 
panding Degree in Accounting and Fi- 
nancial Analysis. The post.is tenable 
from:1 October 1988. 75 


Candidates should normally be gradu- 
ates with either a professional or post- 
graduate qualification in. the area of 
accounting and finance. The success- 
ful applicant will be expected to make. 
an. active contribution to teaching 
research in this area. x 
Salary will be at an appropriate point on 
either the Grade A scale: £9,260- 
£14,500 per annum, or Grade B scale: 
£15,105-£19,310 per annum according 
to qualifications and experience. ; 


Further particulars may be obtained 


“from the Senior Assistant Registrar 


(Establishments), The University, 6 
Kensington Terrace, Newcastle upon 
Tyne NE1 7RU, with whom applica- 
tions (three copies), together with the 
names and addresses of three referees 
should be lodged not later than 10 June 


` 1988. 











Friday, 1 July 1988. 


| Name. 


London Executive Programme 
(INCLUDING VISIT TO JAPAN) 


Scholarship for a 
Woman Executive of 
Outstanding Potential | 


The Scholarship covers the full £10,800 fee of our ten-week 
London Executive Programme starting 2 October 1988. This 
programme includes a nine day visit to Japan — a chance to 
experience first hand the distinctive Japanese approach to 
business and management. Top-level presentations and 
company visits form an integral part of this intensive visit. 


The successful applicant, probably aged between 32-42, 
must demonstrate an excellent career record and the likelihood of 
promotion to senior management. The deadline for applications is 


Company. 








eM seems À—ÀUscen — m ÀÀ—À —— À— 


Please send details of the Women's Scholarship: 


ECON 21/5/88  - 





Address 








| Return to Geraldine Jackson, London Busi 


Regent's Park, London NW1 4SA, UK. 


| Telephone: 01-262 5050 Fax: 01-724 7875 


hess School, Sussex Place, 


| 
|. 
| 
| 





cJ LONDON BUSINESS SCHOOL 
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APPOINTMENTS 


Enquiries of an academic nature may 
be directed to Ray. Ensley (tel: 010-613 
471281). 


The appointment will commence no 
later than February 1989 and is for an 
initial term of four years during which 
there will besa review for continuing 
tenure. 

Salary: A$28,694-A$37,435 per annum 
depending. "upon uations and 
experience. 

Applications (quoting reference num- 
ber 88/58) should include a full curricu- 
lum vitae and the names and address- 


Deakin University 
eelong, Australia 


LECTURER IN ECONOMICS 


éakin University is an open and re- 
gional University which offers distance 
education programs throughout Aus- 
tralia, and on-campus study opportuni- 
ties at its Geelong campus. 


"Applicants with: suitable postgraduate 
qualifications in economics and an es- 
ablished research record are invited to 
apply for.a lectureship in economics.in 


King's College London 


Department of Computing and 
Management Studies 


HEAD.OF MANAGEMENT STUDIES 
UNIT 


Applications are invited for the above 
post from persons with teaching and 
research experience in one of the fol- 
lowing areas: 

Economics, marketing, finance, or or- 
ganisational behaviour. 


Experience. in industry would be an 
advantage. The successful candidate 


will be.the Head of the Management 
Studies Unit which is an area of activity 
which is developing rapidly within the 
College. © : 


<: Salary will be within the Senior Lecturer 


range, £20,270-£22,910 per annum 
plus £1,450 London allowance. 


Further :‘detalls and application forms 
are available from’MrG. A. Cuthbert, 
Assistant Personnel. Officer, King's 
College .. London, Strand, London 
WC2R 2LS. Closing date for applica- 
tions 14 June 1988. 


the School of Management. Previous 
lecturing experience is an advantage. 










































The appointee will be required to lec- 
“ture in macroeconomics’ and a third 
devel speciality or in microeconomics 
and industrial economics in the Bache- 
lorot Commerce programme. The ap- 
;pointee will also bé required to partici- 
pate.as a member of economics course 
teams in the University's innovative 
distance education Master of Business 
"Administration programme. 


DHV 
DHV Consulting Engineers 


mainly developing countries. 


. contacting 


also invited to apply. 


Department of 










Laan 1914 nr. 35, P.O. box 85 
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es of three academic referees, and 
reach the Personnel Branch, Deakin 
University, Geelong. Victoria 3217, 
Australia, no later than 30 June 1988. 
Applicants resident in North America 
and Europe should send a copy of their 
application tó the Association of Com- 
monwealth Universities. (Appts), 36 
Gordon Square, London WC1H OPF, 
from whom further ^ details are 
Available. í 


Equal Opportunity is University Policy, 





DHV is.an independent consulting company, providing prede did in 
technical, management, financial, legal and social fields. About a : 
quarter of its staff of over a thousand works overseas in some 30, 


DHV's technical projects are increasingly being backed up by the 
“Department of Human Resources and Institution Development. - 
Communication support is another activity involved. P 
. Therefore vacancies will occur regularly causing our interest in 


-institution development experts _ 
- human resources development experts and 
.'communication/extension experts. 


In the first mentioned position, emphasis is on performance analysis of 
organizations, drawing up policy aims with the related plans and 
"identification of needs (materials, finances, training etc.). ~ 


“The h.r.d. expert's main tasks will be the analysis of training needs, 
the drawing up of programmes and syllabi, the execution or 
supervision of management and trainer courses. 


The communication expert's work will include the execution of 
baseline and social feasibility studies, guidance of change processes in 
rural communities and the editing of information for various target 
groups, including women and low income groups. Í 
Essential requirements for all three positions are: 

university degree, at least three years’ experience in developing 
countries, wide employability, availability for short and long 
assigments overseas, the ability to work in multi-disciplinary teams, 
“fluent in English, preferably also in French and/or Spanish: 


Those who are interested but are not available in the short term are 
Reactions should be adressed to the Personnel and Organization 


DHV Raadgevend ingenieursbureau 8v. 
3800 AB Amersfoort, the Netherlands. 


PROJECT DIRECTOR FOR WORLD-WIDE 
SOCIAL MARKETING PROJECT 


International consulting firm seeks experienced project director with strong background in the 
distribution and marketing of family planning commogiies and services. Knowledge US AID 


programs helpful. This position vives planning and directing ipd planning social marketing 


id-wide, as well as liaison and co-ordination with international organisations 
pemes. Contact Mr William Chester; c/o John Short & Associates. » Post Box 1305, 
mbia, Maryland 21044, USA, or call (301) 964 2811. 





Faculty of Business and Management 
PROFESSORIAL 
. APPOINTMENTS 


. The Faculty of Business and Management is one of 
` the largest and fastest-growing Business. Schools in 
~-Europe. As part of its continuing expansion in 

. management development, research (both local and 

— international), and postgraduate teaching (including 
" one doctoral and three MBA programmes), the 

“University of Ulster invites: applications for three 
Professorships to enhance its existing professoriate. 
The Professorships will be tenable at two of me 
University's four campuses: = 
=: Business Enterprise (Ref C88/ 10) 

Magee College campus ` 

Marketing (Ref C88/107) 

Jordanstown campus... 
"International Business (Ref C88/ 108) 

Jordanstown campus 
Applicants must have an established academic and 
research record; senior management or consultancy 
experience is desirable. The salary will be within the 
professorial range, the average of which is £28,820 
per annum. 
Further details and application fona may be 
obtained from the Staffing Officer, University of 
Uister at Coleraine, Cromore Road, Coleraine, Co 
Londonderry, BT52 1SA, Northern Ireland. 
(Telephone: Coleraine (0265) 4141, ext 348; 
Telex: 747597; Facsimile (0265) 55513). 
Closing date: 31 July 1988 


An Equal Opportunity Employer. 


9, ‘University of Ulster 








COMPUTER SYSTEMS designed or 
selected to meet your business needs. 
Tet: 09274-27013. 





LONDON CITY STAMP FAIR Monday 
23 May, 10am-7pm (25p). Painters 
Hall, off Queen Victoria Street (100yds 
west Mansion House tube) NNN Fairs. 





PRESTIGIOUS LONDON ADDRESS: 
Personal/company use. Fax and all 
Services. Harcourt Business Services. 
Tel: 01-706 0342. Fax: 01-706 0349. 





ALL KINDS OF BUSINESS ADVICE 
and asset management undertaken. 
Write to Chipher 22-3788, Publicitas, 
CH-1002 Lausanne, Switzerland. 





2nd PASSPORTS/regular + diplomat- 

ic/driving licences—IDs-—Citizen- 

ships-—-Consuls-—Degrees. INI, 26 Kle- 
u, Athens 10675, Greece. 





GANADIAN FINANCIAL COMPANY. 
Long estabished, reputabie, profitable, 
federally chartered Savings and Loan 
Company for sale or joint venture. Con- 


tact Box 81, c/o The Economist, 10 - 


Rockefeller Plaza, NY 10020. 





MARKETING RESEARCH Quick, cus- 
tom US market research (including dis- 
tributor/user interviews) for due dili- 
gence or market entry. The Marketing 
Audit, 1524 Pine Street, Philadelphia, 
Pa 19102 215/545-6620. 





FORESEE RISKS/OPPORTUNITIES | 


with London based corporate/industrial 


intelligence network. For details. Tel: - 


(0206) 323506 or Telex: 94011352. 





APPOINTMENTS 


Massey University © 
Palmerston North, New Zealand 





ORLECTURERS/LECTURERS 


ARKETING 


Applications are invited for lecturing 
positions in thé Department of Market- 
ing. The Department is the largest 
‘marketing department in New Zealand; 
it is multidisciplinary and has very suc- 
cesstul internal. and distance teaching 
programmes, with a particular commit- 
ment to post-experience students. 
‘Applicants should have a business de- 
gree with emphasis on marketing, and 

a strong. interest in research. Appoint- 
ments will be made in the salary 
ranges: Lecturer .. NZ$32,000- 
NZ$38,500; “Senior. Lecturer 
‘NZ$40,700-NZ$51,700 (these salary 
ranges are to.be reviewed). : 


Further’ information may. be obtained 


from the Association of Commonwealth: 


Universities (Appts), 36° Gordon 


Square, London WC1H OPF, or from - 


the Head of the Department of Market- 






Section, Massey University, Palmer- 
ston North, New Zealand, with whom 
jlications close on 20 June 1988. 


BUSINESS & PERSONAL 


eas or Mrs V. B. Bretherton, Personnél -< 


US IMMIGRATION 


Obtain both US immigration and 
secured financial returns on invest- 
ments, establishing . American 


branch companies, etc. ALL MAT- 
TERS HANDLED BY A LICENSED 
US ATTORNEY/PhD ECONO- 


MIST. Guaranteed results based 
upon contingency fee agreement. 
Visiting London, Middle East and 
Asia May 25 through June 15. 

Contact: Edward P. Gallagher, At- 
torney-at-Law, PO Box 70302, 
Washington, DC 20088 USA. Tel: 
peus 951-9616. Telex 4933729 


INTERNATIONAL 
PROPERTY 


SOL MED HOMES always has a range 
of new and resale properties in the 
islands of Majorca, Minorca, Ibiza and 
Tenerife. Tel: 021-313 1038. 


VINALHAVEN, MAINE 
168 acres on Penobscot Bay 
1,500,000 US Dollars 
for additional information ‘on this property or 


details on other large tracts on-the Maine coast, 
please contact our representative in writing. 


Gilbert C. Laite, 
“a Street, - 
Camden, Maine 04843 USA. 


London: South Kensington lux- 

“ury furnished flats in quiet cul- 

de-sac off Queensgate. Direct 

dial telephone and video secu- 

rity. Two bed, two bath. From 
“| -£300 per week plus VAT. 


TELEPHONE 01-902 8151 
“TELEX 893095 SUNSAC 
«FAX. 01-900 1353 





TUSCANY 


Lücca, Massa, Pistoria, The beautiful un- 
spoilt areas where farmhouses, mills. barns: & 
mediéval village houses — renovated or ready 
4 center can still be purchased at reasonable 
prices. Halian bank mortgages available. 


Pisa. Florence, skiing & the sea within easy 
reach. Rainbow , 7 London Road. Old Strat- 
ford MK19 6AE, Tel: 0908 567707. Fax: 0908 
563289. Tix: 826294, 

Come and see us at the Homes Overseas 
Exhibition, Stand 18, Cumberland Hotel, 
WIH. May 6,7 & 8. 


~ aj SWITZERLAND 

Foreigners can buy on 
Lake Geneva 
(and neighbouring France) 


D'OX/GSTAAD, AURA, 
the Rhine Valley, etc. From SFr. 180'000.— 60% credit, 
vont. BEGY interest for 5-20 years. 


REVAC S.A. 


52, rue de Montbrillant — CH-1202 GENEVA 
Tel. 41.22/34 15.40 —Telex 22030... 



















COMING TO PARIS? 


HANDWRITING ANALYSIS 


Stay in à furnished flat. One to four rooms Su: Documents: Examiner of Forged! 


or month- 















Í 

us bathroom and kitchen. Wi I 
Lett Bank, Luxembourg and Anonymous writing. | 

Telephone Paris 43253509, or write PAA Also PerSonnel/Character Assessment, | 
Housing, 9 Rue des Ursulines, 75005 Paris. P. Lavell | 
9 Village Close, London NW35AH. | 

i Tel: 01-794 6060. | 
























Free Information . OVERSEAS POSITIONS 
World Information Network saga ty deed nd Re al Poons — 






462 S. Gilbert Road #784 - 
Mesa, Arizona 85204 USA 
602/835-1004 


AUTHORS WANTED 
BY NY PUBLISHER 


Leading subsidy book publisher seeks 
manuscripts of all types, fiction, non- 
fiction, poetry, juvenile, scholarly and 
religious works, etc. New authors wel- 























ty 
np ng. Who are 











comed. Send for free booklet. the UK corporate 
S92, Vantage Press, 516 W, 34th clients of the City's 
Street, New York, NY 10001 1USA advisor firms 






.The answers are only in 
Crawford's Directory of City 
Connections. For 1,000 pages 
of cross-referenced City and 
UK business information, 
cand a cheque for £125 to: 
The Economist Publications 
-:f Limited (EABL), 40 Duke 
“| Street, London W1A 1DW. 

| Tel: 01-493 6111. 












GENEVA CORPORATION 


OFFERS COMPLETE SERVICE 
TO ALL ORIGIN EXPORTERS 
@ Off-shore companies formation 
@ Handling shipping docs/invoices 
@ Teiex and telephone facilities 
@ Professional management 
PETER MARCY S.A. 
12 Rue Mi eat 


1206 Geneva 
Tel: 041 22 452828 

















Telex: 423035. MACY cH f 
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_ BUSINESS & PERSONAL 


r= — 
M.C. Brackenbury & Co. 
53 Monument Street, 
London EC3R 8EE. 


AFBD 


M E.M.B ER 
FUTURES & OPTIONS BROKERS 


Name: 





Address: 














Tel No. DAYTIME 





Members 

of LIFFE 

L.M.E. 

and the 

leading = 
London 

markets. (Details on request} 


Investors are moving M 


into the futures 
markets now. 


We see three major market 
trends developing — what 
are the clues? 


We offer a full advisory and 
brokerage service, 
individual managed 
portfolios and limited risk 
options accounts. 


Consider an active and 
potentially very rewarding 
involvement in currencies, 
gilts, stock indices, crude oil, 
precious & industrial metals 
and commodities. Account > 
minimum £6,000. 

Prepare now — dialogue is 
important. We will inform 
you of specific strategies. 
Call Toby Hampden-Acton 
on London 621 0284 or 623 
5700 or return the coupon. 
High potential rewards carry: 
corresponding risk -- only 
capital earmarked for a more 
speculative investment should 
be committed. 


"INVESTOR'S GUIDE TO 


124% PROTECTED | 
HIGH INCOME (&) 
. Insurance Company Guaranteed 
Monthly Income with Growth 
Advice on 
Unique ve fiis iui 
Concept for Safe Income 
With Capital. Growth 


KNIGHTSBRIDGE 
GREEN HOTEL 


family owned hotel in Knights- 
which has been totally remodeled 
and Vdlelurished to a high standard. 


Quite £05 Doubles £70 Singles £56 inc Potential of +20% Per Year 


“A comfortable, spotiessly kept itle hotel Write or Call. 

in the: heart of Knightsbridge’: Edwin Hargitt & Co SA 

Peray: n "m Avenue de Savoie 10, Suite 3D 
3 Lausanne, Switzerland 


For réssiiatione 100 
6274, or write to 150 Knightabiee, Tel: 41 21 200 971 Tix: 454681 
SW1X 7PD, fax 01-225 1653. Fax: 41 21 200 977 


THE EXECUTIVE HOTEL 


Located in London's most prestigious residential area. 
All rooms with full private facilities. Colour TV. Direct dial phone. Hairdryers. 
Coffee/tea makers. Substantial buffet. English breakfast. 
Single: £49.95 + Vat ela ii * Vat Extra Single bed: £16. 95 + Vat 


The Executive Hotel, 57 Pont Street, Kaige eae London SW1XO0BD _ 
Tel: 01-581 2424. Telex: pu ECUT G. Fax: 259 6153 


"ARE YOU PREPARED FOR 
A GLOBAL DEPRESSION? 


EXPLORA OIL. CORPORATION has investment vehicles designed to 
maintain.your buying power and offer a reasonable return—even 
during times of inflation/deflation or depression/recession, 
History has demonstrated the ability of petroleum investments to be 
highly profitable due to demand levels — even in times of economic 
stagnation. 
Qur- comprehensive brochure explains how the Explora. method of- 
direct ownership of producing mineral rights can be of benefit to you. 
Minimum subscription: US$20,000. 

Mineral Income, Inc 

PO Box 20, CH- 9463 Oberriet, Switzerland 
or direct San Antonio, Texas 
Tel: (512) 491 9999 
Telex: 767 332 mineral snt 


FUTURES AND OPTIONS" 


Readers are recommended 


to make appropriate. enquiries and seek advice before sending any 
money, incurring any expense or entering into a binding commitment in 
relation to an advertisement. The Economist Newspaper Limited shall not 
be liable to any person for loss or damage incurred or suffered as.a result 

_ of his/her accepting or offering to accept an invitation contained in dia 
advertisement published in The Economist. 


JUST 20 MINUTES FROM HEATHROW ` 
THE EARLY MORNING FLIGHT ^ ` 
IS PREPARING FOR TAKE OFF. 


At The Royal Berkshire, the dawn choristers ate 
birds not Boeings, Combining the elegance of 
an earlier age with every modern convenience; 
we offer all the business traveller 
could need including peace and quiet. 


YOUR LONDON ADDRESS 


Close to Sloane Square and Knightsbridge, the Sloane Club 
is ideally situated for visits to Buckingham Palace; the Houses 
of Parliament, theatrelarid and the City. 
5, * Well appointed bedrooms, all with colour television, radio, 
direct dial telephone. 


One wing reserved exclusively for ladies. 


Excellent panelled dining room with its accent on T) 
classical English dishes, a 
Facilities for business meetings, private 

receptions and dinner parties. 


Affiliated with over 90 private members’ clubs d 
worldwide. 


Family/individual/junior membership amine Ne 


CONTACT THE MEMBERSHIP SECRETARY FoR DETAILS 
The Sloane Club. 52 Lower Sloane Street; London, SW1W RBS. 
Telephone: 01- 3309133 Telex: 26410 $ Club G Te Mawae: 


“Quow Ret EM: 








ECONOMIC AND FINANCIAL INDICATORS: eee 


OUTPUT, DEMAND AND JOBS America’s industrial production grew by 0.7% in April, for a 12- 
month rise of 6.4%. In the year to March Sweden's industrial output fell 1.996. Britons are still 
spending furiously, though less so. than before: retail sales rose 4.5% in the year to April. Six 
countries reported unemployment figures for April: Australia’s rate was 7.9% (down from 8.3% a 
year ago); Belgium's 10.8% (from 11.7%); Holland's 14.0% (almost unchanged); italy's 15.696 
(up from 13.7%); Spain's 20.0% (almost unchanged); Sweden's 1.6% (down from 1.9%). 


















































% change at annual rate 

industrial production GNP/GDP retail sales [volume] unemployment % rate 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest — yearago 
Australia — + 92'* + 62' 0 +61 +460 -05 +19 m 79 w 83 
Belgium +17 +07 vc na na +35 -06 oet 108 awt 117 
Canada + 34 +57 m +63 +57% X19 + 54 fe 77 w 98 
Frane +26 +29 rm +16 +25% X45 — Dim 103 ww — 108 
W. Germany +26 +23 wr +29 -F23 E52 + 7.0 w 89 w 89 
Holland ^ — 73 — — 28 m +96 115 +79 +49 ox: 140 — 141 
Haly — tS +78 m 4 18 — 4 24 m +81 — * 28 s: 156° 137 — 
Japan 144 . -113 ww +70 +530 +64 + BA m 26 w 29 
Span. — — 34 t 40 re na na +15.5 +14.0 ars 200 ap — 202 
Sweden — —119  — 19 w +37 +24 w 291 — O01 in 16 w 19 — 
Switzerland +241 +56 0 +21 +27% X 39  — 06 mw: 08 w* 09 
UK — 08 +33 m +27 +43% d 47 — X 45 ow 90 w« — 109 
JSA +32 +64 w +23 +35 0 +66 4 12 mr 54 Ax 6.2 


‘Value index deflated by CPL * * New series. 





PRICES AND WAGES Japan's wholesale prices fell 0.7% in the year to April. Sweden's wholesale - 


prices rose 4.8% in the year to March; its consumer prices climbed 6.196 in the 12 months to April. 
in the year to March Spain's wholesale prices increased by 2.8%; its consumer prices rose by 
4.6% in the year to April. Holland's 12-month rate of consumer-price inflation edged up to 0.796 in 
April. West German wages climbed by 3.096 in the yon to March—a real pay rise of 2.0%. 

































































% change at annual rate 
consumer prices* wholesale prices* : wages/earnings} 

nln see 3mthst 1year 3mthst 1year 3 mthst tyear ——— 
Australia +72 T3 — 5 O 74 +87 dee + 98 + 5.8 ww 
Belgium +47 UNT —12. — 08 m. 3154 + 28 o 
Canada +33 41 We 4 30 + 4.6 Www 4.67. + 44 on 
France +20 +25 wr #43 *31395 +33 * $5 Jen” 

W. Germany * 24 + VA ww +13 + 06 w + 16 + 30 We 
Holland -05 EO? a o 10 ~ 01 Feb + 07 + 0.5 ma 
Haly — t 50 + 5.0 aw + 45 +43 we + 85 +71 Det 
Japan — 2.4 + 07 Mar 230 = 07 iw * 06 * 22 ww 
Spain — . | *58 + 46 ax + 33 H 2.8 Mar + 8.0 + 94 Feb 
Sweden — + 66 + 6.1 Aw + 7.0 + 4.8 Ww + 9.4 + 6.2 Jn* 
Switzerland = + 35 — + 19 aw t 24 +15 Mar nil +21 wt ^" 
UK o + 20 + 35 Mas + 58 +42 ww + 9.9 + B5 re 
USA X24 +39 Ww PEZI Ob t 26 + 29 ay 








Hourly wage rates in manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
mings; UK, monthly earnings for all employees. . 








COMMODITY PRICE INDEX - 
Economist New supplies of platinum in 

non-communist — countries 
are likely to fall short of demand in 1988 for 
the fourth year running, according to a report ..: 
by Johnson Matthey. Demand reached a 
record 3.3m ounces in 1987, outpacing 
supply by 200,000 ounces. Fuelled by the 
Strong yen, Japanese demand rose 6396 to 
1.7m ounces; more than half of this was for 
use in jewellery. Western Europe's carmak- 
ers used 200,000 ounces, 85% more than in 
1986. This year demand in both Japan and 
Europe is likely to rise again. The market is 
worried that a possible American trade 
embargo against South Africa might curtail 
Supply, and that Russia will export less 
platinum next year. 


















































1985-100 % change on 
: May 10. May 171 one one 
ete EX month year 
Dollar index ; 
All items 149.2 1586 — 126 +445 
Food 1075 — 1105 c 51 152 
Industrials 
_ AD 1906 . 2064 4171 +67.2 
Nap o 1515 1539 `+ 18 +176 
Metals 2183 2438 +25.5 1061 
Sterling index 
All items 101.6 — 1091 — 145 308 
Food 732 760 + 68 +41 
industrials 
Al — 1298 1420 — 4190 510 
Nfa tt 103.2 . 1059 4 35 +63 
Metals 148.7 1676 — 4276 4862 
SDR index 
Alt items 1086 1168 +133 4371 
Food  ' 79.0 814 457 - 92 
industrials 
All 140.1 1520 +178 +585 
Natt — 1113 — 1133 +24 116 
Metals... 1605 ^ 1794 +263 +955 
Gold : 
$ per oz 44700 45425 — 60 — 34 
Crude oil North Sea Brent 
$ per barrel 1640 — 1678 ~ 13  —105 





$ provisional Xt Non-food agriculturals 


Consúmer prices 
% increase on a year earlier 


W INFLATION Last year the OECD's average 
rate of consumer-price inflation picked up 
slightly, to 3.3%. But inflation in the nine 
smaller OECD countries shown in the chart fell 
again, to 5.9%—still above the OECD aver- 
age, but down from 7.4% in 1986, This year 
their average inflation rate looks set to fall 
further, despite higher commodity prices. 
Portugal has seen the highest inflation of the 
nine in the 1980s: in 1984 its consumer 
prices were rising by more than 3096 a year. 
Now Portugal's inflation is below 9%, leav- 
ing Greece to pick up the wooden spoon—its 
consumer prices are still increasing by 
13.4% a year. Ireland, which. had an infla- 
tion rate of over 20% in the early 1980s, now 
has the lowest rate of the nine, at 1.9%. 
Austria now has a rate of 2.2%—up from 
0.8% early last year. 








Source: National statistics 





THE ECONOMIST MAY 21 1988 








1980 82 84 86 88 1980 82 64 


86 88 





* increase on previous year 
00 Total OECD 
&0 Countries in chart A 
.,1980 1981 1982 1983 1984 1985 1986 1907. . 


53 + 
7$; 35. 136 p^ We 5, Af E 3, 








1980 82 . 84 86 B8 


Footnotes applicable to all tables. Ali figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available: 


119 









ECONOMIC AND FINANCIAL INDICATORS 2 


Wi TERMS OF TRADE The ratio of a coun- | WORLD BOURSES Wall Street was unimpressed by the big drop in America's trade deficit, and fell 
try’s export prices to its import prices—its | 0.996. London fell 0.2%. Tokyo climbed 1.5% to a record high. The other big bourses remain at 
terms of trade—measures the purchasing | least 20% below their highs. 
























































_ power of its exports in terms of the imports | Stock price indices % Change on 
they will buy. If export prices fall relative to May 17 1,18. .. one ‘one record 31/12/87 
import prices (ie, the terms of trade worsen) | , eid high low week year high in ca in 5 A 
a given quantity of exports will buy fewer | , i. 14387 14676 11707 428 — 218 -376 +97 4164 
. imports than before. Middle-Eastern coun- | gai, 46917 5043 36084 — — 08 + 27  -184 4284 +184t 
tries saw their terms of trade tumble by 48% | Canada 32232 3402.4 2977.8 ot — 144 ae 420 41713 
. in 1986 as the price of their biggest export, | France 308.8 3143 251.3 —14  -— 292  -829 4100 419 
oil, crashed. in 1986 falling. commodity | W.Germany ^ 13463 14575 120079 +27 -232 -409 — 436 -43 
prices and the feeble dollar. hurt Latin | Holland 2434 2803 . ^ 2057 +09 — 168  -271 X166 — 183 O O 
America and Africa too, but in. 1987. most Hongkong 2533.6 2684.1 2223.0 ~ 11 — 124 —35.9 310.0 T93 
developing countries’ terms of trade im- | "a. 4804 5451 cs os MISI, NP caur e M 
proved as commodity prices started to | Japan 278200 278200 212170 *15 + 185 nil 290 +245 — 
recover. The IMF forecasts that Asian and | Sngaeore 970.7" 976.1 833.6 Foa = 191 055 +179 +174 
] ki bs South Africa — 15120 1564.0 1387.0 +37  =223 -333 +48  +123¢ 
European developing countries—less de- | spain 272.0 281.1 2255 4 085 +221  -164 H97 +45 . 
pendent on raw-material exports—will see | Sweden 2856.3. 28581 201485 — 4 07 + 96  -126 +316 1286 
= their terms of trade improve again in 1988; | Switzerland ^ 5070 539.5 74666 407  -— 138 -305 +69 + — 40 
but it expects a slight deterioration in Latin | uk** 1789.2 1855.5 1694.5 —02 —~192 268 +45 +36 
08  - 108 -278 28 128 3 





America; Africa and the Middle East. USA 1986.4 2110.1 18791 . 





{Converted at financial rate 


MONEY AND INTEREST RATES In. n df year to April the growth: of America’s narrow measure of 
money slowed to 3.4%; growth in its broad measure quickened to 6.0%. Britain's banks cut their 
prime lending rates by half a percentage point. 


Developing countries' terms of trade* 
By region, 1980100 
























































- Money supply interest rates %'p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago -Money market Commercial banks Bond yields... Eurocurrency 
Narrow Broad} Üvernight-3 months Prime Deposits Gov't Corporate Deposits. Bonds 
[M1] lending 3months long-term 3 months 
Australia +19.6 +12.9 m 1200. 1240 1375 12.20 12.33 1333 1225 12.50 
Belgium + 77 — 41270 — FOR 6.10 850 5.80 7.74 795 — . 616 na 
Canada +18 +56 a 875 . 900 10.25 — 7.50 1034 — 1054 894 1007 
France . + 31 +92 x 738. 788 945 800 918 982 806 913 
W. Germany +10.5 + 61 ma. 3.30 360 550 3.28 8.25 5.95 3.56 474 
Holland +72 +48 re 363 419 575 3.50 6.13 6.64 413 6.19 
italy +90 +95 w  1013** 10.88°* — 12.63** na 10.45** -10.74°* — 10.38 na 
Japan +95  -118 w 313 . 379 3.38 176 "4569 431. 418. 461 
Spain +10.3 +14.0 de — 1093 1135 1450 — 750 12.24 ^ 13.50 938 ` na 
Sweden | na +54 re 1080 1085 1200 10.51 1142 1220 10:63 na 
Switzerland +18.1 +11.6 re — 175 — 244 525 150 3.97'*  429'* 244 451 
UK +208 +209 w 644 7.97 850 7.81 935 10.68 781 980 
USA +34 +60 m 663 722 - 900 727 | 84 9.65 750 — 878 








Other key rates in London 3-mth Treasury Bills 7.7%, 7-day interbank 7.4, clearing banks' 7-day notice 2.0%. Eurodollar 
rates (Libor): 3 mths 7.4%, 6 mths 7.696. 


180 — 82 84 86 88 89 
* Ratio of export prices to import prices +Greace, Hu . Poland, m except Australia, Canada, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus CDs. Défriions of interest rates quoted available on reque 
Portugal, Romania, Turkey. Yugoslavia To oeme | Sources: Bank of Bilbao, Chase Manhattan, Banque de Commerce (Belgium), Nederandse Credbink, Cre Lyonnais, Svenska Handelsbanken, ANZ Bar. 





Credit Suisse First Boston, Wharton Econometrics, These rates are indicative only and cannot be construed as atten by these banks. "* Last week's rates. 





TRADE, EXCHANGE RATES AND RESERVES America’s visible-trade deficit was $9.7 billion in March, much smaller than had been expected; the 12- 
month trade deficit fell to $168 billion. In the same month Canada's. 12-month trade surplus fell to $7.1 billion. In February West Germany's trade 
surplus was $4.9 billion; its 12-month trade surplus fell to $64.3 billion, and its 12-month current-account surplus fell to $44 billion. In trade-weighted 
terms the’dollar climbed 1.0%, sterling was roughly unchanged, the D-mark fell 0.5% and the yen fell 0.6%. 
trade balancet current- trade-weighted++ currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest 12 balance $bn 












































latest 
month months latest 12 mths latest. year ago latest year ago per£ perSDR — per ecu Mar X yearago 
Australia —  — 003 wx — — 01 — B5 Ma 57.5 56.1 1.30 1.38 242 1.76 1.59 93 65 
Belgium = 0.32 de — 0.1 + 26 m 100.0 100.1 35.6 36.9 66.3 48.1 43.6 9.2 61 
Canada + 046 mw + 741 — 73 a 814 764 1.24 1.34 231 1.67 1.53 102 69 
France + 032 max — — 48 — 45 a 71.0 718 5.77 5.95 10.8 780 ..707 312** 318 
W. Germany + 490 Fe — - 643 4-445 Fob 147.7 1474 € 170 178 317 230. 208. “73.0 60.4 
Holland — 001 ve + 18 + 25 @ 137.0 135.6 1.91 2.00 356.268 234 15.4 12.2 
italy — 086 oc | — 87 + 59 as 21:462 473 1265 1290 23957 . 1710 1550 29.9 25.1 
` Japan “+ 8.40 ww + 942 + 83.7 Mar 2447 225.5 126 2140 234 170 | 155 843 583 
Spain = 160 wa — 164 + 06 mar 518 48.6 413 125 210 152 138 318'* 155 
` Sweden 4-048 mr + 37 — 16 re 69.0 68.6 592 623 110 8.01 7.28 86 79 
Switzerland — — 0.19 4» — — 5.1 + 7.0 « 1735. 1756 142 (146 265 - 192 1.74 24.2 20.8 
UK — 157 wa — — 205 — 74 Mar 784 73.8 054 — 059 — 0.73 0.65 414 215 











USA. — 8.75 wa* — —168.0 —1607. [p 93.5 100.0 — = . 186 1.38. 1.24 321 38.7 
Australia, France, Canada, Japan, and UK imports fob, exports fob. All others cif/fob. tt Bank of England index 1975 = 100. tt Excluding gold. * Not seasonally adjusted. **February $1987. - ; 
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. An Offshore 








Money Market Cheque Account 


from Bank of Scotland 





180507... 


DO YOU WANT? 


* High Rates of Interest 

* No notice of withdrawal 

* A cheque book to give you easy access 

* An Offshore Account based in Jersey paying Interest 
Gross. 


AND ALSO 


* Available to applicants world-wide 
* No need to have another account with us. 


WHAT ARE THE DETAILS? 


Minimum opening balance 
Minimum transaction £250 

Interest is calculated daily and applied monthly. 
Cheques may be payable to third parties and all 
transactions should normally be in sterling. 

Statements are issued quarterly (more frequently if 
you wish). First 9 cheques per quarter are free of charge. 

Up to date rate of interest available by telephoning 
Bank of Scotland, Jersey 0534-39322. 

Simply complete the coupon and enclose your 
cheque. An acknowledgement of your deposit will be 
sent by return and your cheque book will follow a few 
days later. 

Bank of Scotland was constituted in Edinburgh by 
Act of Scots’ Parliament in 1695. Copies of the Annual 
Report and Accounts are available on request from R.C. 
Horne, Senior Manager, Bank of Scotland, 4 Don Road, 
St Helier, Jersey or from Bank of Scotland, Head Office, 
The Mound, Edinburgh EH] 1YZ. Bank of Scotland 
Proprietors Funds as at 28th February 1987 were 
£558.6 million. 

Deposits made with offices of Bank of Scotland in 
Jersey are not covered by the Deposit Protection 
Scheme under the Banking Act 1979. 
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Applied Rate* Compound Annual Rate* (C. A.R.) 


"interest rates may vary-rates quoted correct at time of going to press. 
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St Helier, Jersey. | 


I/We wish to open a Money Market Cheque Account. 
| am/We are aged 20 or over (Please complete in BLOCK CAPITALS). | 


Full Namel] — — c ene USE | 








| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 





signature will be required on cheques. 
I/We enclose my/our cheque for £ 


| payable to Bank of Scotland. | 
Should the cheque not be drawn on your own bank account, please 

| give details of your bankers. | 

| My/Our Bankers are Bark | 

| Branch. a SE zs | 

| Account lumbar. cc n LL es C LLL LLL | 
Bank of Scotland (Jersey) Ltd now accepts deposits in either Sterling or 

| Currency at a High Rate of Interest. For further details tick box. L3 | 











This gives you some idea of SKF's micro world. 
One of our R&D people is pic tured examining the surface on the inner ring of a bearing. 
To do so, he would have to be no larger than the thickness of a human hair. 


The micron man. 


GC7E2 










mere 0.1 microns. | — o 
Can you imagine a man being so small? 
At SKF our scientists work in the micro world. 
To penetrate the inner secrets of materials, they have 
to imagine themselves to be just this size. 

It's a fascinating world: a surface which is perfect to 
our eyes becomes like a ploughed field. 

At this magnification, the ‘ball’ in a bearing would be 
as high as Everest. And even at that scale, the imperfec- 
tions would be less than two inches deep. 

So why do our micro-scientists strive for still 
smoother bearings? 

It's true our customers won't see the difference in 
quality. Nevertheless, we know they'll appreciate it when 
our products are put to the test. 

Such improvements are still a scientific “voyage of 
discovery’. The further our scientists explore into the 
micro world of matter, the better our products will 
become. 

And so it happens that knowledge on the small 
scale can lead to something big. 





SKF employs some 45,000 people 
from 130 different nations. Manufactur- 
ing takes place at 80 factories in 17 
countries. 

Apart from rolling bearings, SKF 
manufactures and markets cutting tools, 


SKE Something extra. — — 


grinding machines, linear motion prod- 
ucts, textile machinery components, 
aerospace components, fasteners and 
other mass-produced precision products. 

In every one of these areas, SKF has 
a leading position. 
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business thrives on lots of 
sun and plenty of water. 


The sound of water 
cascading from a fountain can 
help crystallize one’s thinking. 

Asunny room is infinitely 

ge wore uplifting than 3 dim.room. 
yt gregum upgsplacrnes can 
` Warp (oa vs 
makevowrléeHree. i 
PR Aerial none ofthese 
` . Vu. TA 
Toi tSis-eSpecially surprising. 
Whatis surprising themyever, is that 
on 
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Hyatt Regency Washington (D.C) * Hyatt Re gency Miami * Grand Hyatt Né 


only one group of hotels seems to 
employ them to the fullest advan- 
tage of today’s business traveller: 
Hyatt® Hotels. 

Which may help to 
explain why every- 
thing, from our 


executives tend to feel more relaxed 
and more focused at Hyatt. 

And why, given our . 
competitive rates and the benefits 
of our Gold Passport” Frequent 

‘Traveller Program, enlightened 
companies are happy to 


see their executives come 
atriums to our guest back toa Hyatt Hotel. 
rooms, has sucha After all, what’s good for 


distinctive appeal. 
Why business 


TOUCH 


business people invariably 
is good for business. 


HYATTCS)HOTELS & RESORTS: 


w Yorke Hyatt Regency Greenwiche Hyatt Regency Atlanta 





For reservations at more than 90 Hyatt Hotels in North America or over 45 Hyatt International Hotels, call 1-800- 


Hyatt Hotels and Resorts encompasses hotels managed or « perated by two separate compames - Hyatt Hotels Corp, and Hyatt [nsernational Cx rp 


228-9000, or vour travel planner 
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Your project is falling below 
expectations 


Yet there’s nothing basically 
wrong with it. ! 


Is it the financing that's 
to blame? 




















































plain sailing in the 1980's. 

And the bad news is that the 
problems of extremely volatile commodity prices 
and tight credit could be with us for some time. 

Now for the good news. 

Those same problems 
have prompted the development 
of a revolutionary new breed of 
financial solutions. 

Clearing the way for 

Inew projects. 
And — equally importantly — giving 
you the opportunity to take a fresh look at your 
existing project, in the light of the new 
struments available. 





In fact, there may be 
dozens of possibilities for 
restructuring the financing of the 
project to make it more cost 
effective. 





Orto enable you to 
improve significantly on your targetted returns. 

Chase is well out at the forefront of 
the development process. 

And when it comes to 
getting you the money you need, 
really cost effectively, our Special 
Finance Division has been quick to 
demonstrate what can now be 
achieved by means of truly innova- 
We, and sophisticated, financial engineering. 

Instead of bank debt, for example, 

we can look at bringing in new equity. Or 
- persuade new lenders to participate. Or change 
the structure of your debt. 
Through a Chase innovation, we can 
bring increased certainty into the uncertain 








Project finance hasn't exactly been | 


For further information contact Will Liley or Richard Hall in Hong Kong on (51 843 1234 
Hasan Askari in Tokyo in (3) 287 A100 or Lim liew Keng in Singapore on 530-4245 


world of commodity prices — using commodity- 
indexed swaps and financings to help producers 
and users to manage their commodity price 
exposures. 

You may even consider using all 
four: bank debt, new equity, new lenders, and 
commodity swaps and financings. 

Debt-for-equity swaps offer you 
another approach. Interest rate swaps can be 
used to reduce your risk exposure by matching 
your income and your debt or expense streams. 

Similarly, currency swaps can be ; 
used to enhance your foreign exchange positions. 

There are techniques designed to 
improve tax efficiency. 

And to attract private money into 
what would once have been seen as purely 
public sector projects. 

Privatization is a consideration, too, < 
allowing a government to generate funds that 
can be devoted to other areas of public spending. 

With Chase, almost anything is 
possible. 

Because of our size, international 
network and highly-specialized industry 
knowledge. 

Our speed of response. 

And our unrivalled range of 
commercial and investment banking products 
and services. 

It'sthe integrating of these many 
capabilities into a total global banking capability 
that sets Chase apart from every other financial 

institution. 

And we can deliver world wide. 

So that whatever else may be 
preventing your project from performing. 
it certainly won't be the finances. 


Innovation 


FUEL UP WITHOUT 
TOUCHING DOWN. 


Being far from home and low on fuel 
needn't put an end to your sortie. 

Not when you can put a Lockheed 
Hercules KC-130H tanker on station. It 
can arrive with more than 4,000 gallons 
of fuel ready to feed anything from fight- 
ers to helicopters. No other tanker gives 
you such flexibility. 

Transfer 300 gallons per minute from 


an auxiliary tank in the C-130's cargo 
compartment, or 150 gallons per minute 
from its wing tanks. Then, if necessary, 
quickly remove the aircraft's refueling 
tank and pods and convert it to a con- 
ventional transport for other duties. 
Give your squadrons greater range 
and endurance. Keep them flying with 
Lockheed's KC-130H Hercules tanker. 


Lockheed 
Aeronautical Systems Company 


Giving shape to imagination 
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LETTERS 


Looking to Moscow 


Sm-—Your. comparison of Presi- 
dent Botha’s attempts at reform 
with those attempted: by. Mr 
Gorbachev (April 30th), is to- 
tally unrealistic in the context of 
South Africa. The reforms at- 
tempted so far are not seen by 
most South African white voters 
-as being too few to see off the 
risk of ruin. A growing number 
“think they have already gone too 
~ far and too fast. To do anything 
of what you are suggesting would 
almost certainly mean that Mr 
‘Botha would split his party and 
< be out of a job. 

; ^ t would be different if he had 
‘anything to show for what he 
has done so far. The conserva- 
tive white South African thinks 
that there have been radical con- 
cessions, which have resulted in 
increased pressure and the risk 

- of greater sanctions. If the West 
wants a quicker pace of reform, 
it must make it possible for Mr 
Botha to retain the support of 
the white voters. 

Johannesburg H. pe G. Laurie 


— 





~ Off the bottle 


Sir—Contrary to what you: say 
in your article about. govern- 
ment advertising (April 30th), 
General Accident did not need 


„persuading to invest in the pro- 


. motion of road casualty reduc- 


tion. It was their idea. We co-op- 


“erate with their initiatives. We 
support their work. 

Self-interest without selfish- 
ness should lead others in the 


The 


Economist 
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field. There are major private 
benefits in addition to more 
clout when companies help to 
cut the causes and consequences 
of crashes and collisions. 
Incidentally, research by. the 
Central Office of Information 
shows that our advertising has 
been effective in shifting atti- 
tudes against drinking and 
driving. 
Peter BOTTOMLEY 
Department of 
Transport 


— mn. 


London 





Japanese women 


Sig&—The status- of Japanese 
women reflects the characteris- 
tics of Japan's hierarchical soci- 
ety (May 14th). Its prosperity is 
based on the system of division 
of labour between. men and 
women (men for work; women 
for household), It is so successful 
that even rational young men 
fear that the breakdown of this 
stable system might herald the 
end of Japan's success. 
Strangely.this feeling is also 
shared by most Japanese women. 
They are ina well-protected and, 
in a sense, strong position at 


home. This helps explain why. 


there are so few ambitious Japa- 
nese women.. 

At St John's College, Oxford, 
which has been ‘open to women 
since 1978, more than à third of 
the students are female. AL 
though Tokyo University: has 
been open to females since 1947, 
only about 596 of the: students 
are women. It is apparent from 
this that Japanese women them- 
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selves are partly responsible for 
the present situation. 

This does not leave men spot- 
less... Their prejudices- are 


strengthened by the alleged suc- 
cess of the sexual division of la- 
bour. Many men also seriously 
believe that women are actually 
inferior. 


. I believe'a society can be built 


„where equal opportunities for 


men and women can be fitted 
into the Japanese tradition. As 
you point out, such an accom- 
modation will anyway be inev- 
itable in order to maintain the 


= present economic prosperity. It 


could enlighten leading Japanese 
professional men, many of 
whom; I hope, are readers of The 
Economist... 





Yuko KAWAMOTO 
Oxford- St John’s College 
Habsburg intervention 


Sir—You wrote about my par- 
liamentary initiative concerning 
Andorra (May 7th). I wish to 
make it clear that, as a Euro-par- 
liamentarian, I work for all Euro- 
peans, not just for my Bavarian 
constituency. 

‘All I did was to ask the Euro- 
pean Commission for a report 
on Andorra in view of the cur- 
rent negotiations. 1 did so be- 
cause the. parliament has been 
elected to control the commis- 


sion and hence must be ín- 


formed. lI was certainly not 
prompted by. the Spanish gov- 
ernment. -My colleagues and I 
acted because news had reached 
us about certain plans of less- 
than-desirable- politico-financial 
groups endeavouring to use An- 
dorra for their own aims. 

You say that lam "sometimes 
bit of an anachro- 








nism”. Pray, let me know what 
this means—or is it merely one 
of those verbal scarecrows with 
which many writers hide their ig- 
norance? Incidentally, 1 do not 
feel insulted, since I always pre- 
fer deliberate anachronism to 
spineless opportunism. 

Pöcking, 

West 

Germany © OTTO VON HABSBURG 


Sir—Why shouldn't Mr von 


Habsburg be concerned with the 
rights of Spanish workers in An- 


dorra? Had: the first Duke. of 


Marlborough had a less charm- 
ing sister and a more charming 
wife, Mr von. Habsburg might 
have been king of Spain today. 
Unfortunately for Mr von Habs- 
burg’s career, the Duke of Ber- 
wick, Arabella Churchill’s 

by King James II of England, 
ularly. defeated Habsburg foices 
in Spain during the war of the 
Spanish succession. Meanwhile, 
the pro-war, pro-Habsburg party 
in Britain lost power when Sarah 
Churchill lost the favour of 
Queen Anne, leading Britain to 
make peace and ending all pros- 
pect of recreating the empire of 
Charles V. 





Auburn, 
“California , H.A. FLEMING Jr 

a 
Richard Nixon 


Sir—The’ former’: president is 
not a "dog" (April 16th). He 
lives, I believe, in a house, not a 
"basket". Please mind your mané 
ners in the future when referring 
toa former chief executive of the 


United States. 
New York’ Owen MeGiv 
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MEXICO 


Conditions and Risks for Business 


Are you investing or operating in Mexico? 
This report sets out the rules and 
“regulations for doing business in Mexico 
and assesses the risks involved for the 
investor. It considers the pros and. cons of 
in-bond export processing, minority 
holdings, 100 per cent ownership and: 
debt/equity swaps. In addition detailed. - 
strategies for negotiating with the ‘Mexican 
authorities are suggested, 

Price including postage: £150 UK & Europe; 
US$275 North America; £158 Rest of World. 
The Economist intelligence Unit Ltd 
Marketing Department (EWLLA) 

40 Duke Street 


London WIA 1DW, UK 
Tet: 61-493 6711 


10 Fiocketeller Plaza, 
New York, NY 10020, USA 
Tek: (212) 541 9720. =: 





EXECUTIVE FOCUS 
International 


Package c.£100,000 . 


Our dlient is à leading international investment management 
company with an impressive record of consistent growth, notably in 
equities. Their success in matching: high performance products to 
changing market forces now leads them to extend their expertise into 
fixed income management. : 


Consequently, the company is looking to:appoint an experienced 
Bond Manager to develop and be-responsible for managing multi- 
currency bond products. This will include enhancing their capability 
for segregated bond business, leading a small team involved in fund 
management of bond sub-portfolios in existing accounts and, in 
liaison with the Research Group: developing-fixed income capital 
market analysis. joo ^ ha j 
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Fixed Income Manager 


With a minimum of 7 to 10 years’ experience, the individual sought 
will either come froma prominent investment. management house or 
have been responsible for a fixed incomie team. Alternatively, 
someone successful in a small boutique who is now looking for wider 
international responsibilities will be considered. Probably aged làte 
30's/early 40's with a track record. in- bofid management.’ the 
candidate will be a recognised advocate-of the role of fixed income 
securities'in segregated and unitised investment products 


An independent approach, yet with the ability to also work ina team, ` 

are prerequisite personal characteristics ~as indeed is a high degree 
„of business commitment. ' : 

The package comprises an attractive base salary plus a performance- 


. related bonus, whilst benefits are those you would expect from an 


internationally successful and private financial group. 

inthe first instance, please write with full cv. quoting ref. CP/S/18, to 
Chris Plowman. This will be forwarded direct to our client. List 
separately any companies to-which your application should not be | 


sent. t. l 
MSL International (UK) Ltd., 32 Aybrook Street, London WIM 3JL. 


Offices in Europe: the Americas. Australasia and Asia Pacific 









SECRETARY 


* Commonwealth Secretariat 


COMMONWEALTH YOUTH PROGRAMME 
ASSISTANT DIRECTOR — £25,044-£28,248 
CHIEF PROJECT OFFICER — £21 ,696-£24,012 


Applications are invited from suitably. qualified Commonwealth Country 
nationals for the posts of Assistant Director and Chief Project Officer in the 
Commonwealth Youth Programme (CYP). 


CYP provides a wide range of services, including training Courses andadvice 
on the formulation and: implementation: of “youth ‘policies to member 
Countries in support of active youth participation in national development. 
Most of its services are provided: through its Africa; Asia, Caribbean and 
South Pacific Regional Centres, 


The Programme is currently reviewing its range of activities ahd opportunities 
will exist for innovative contributions in this regard from the persons 
appointed. 


Applicants for either. post should have a combination of administrative skills 
and experience in the planning and.management of youth work or other 
social development activities... Successful ‘applicants. will possess sound 
academic qualifications, intercultural work experience, judgement, energy 
and creativity. to assist in developing meaningful programmes. Cómmunica- 
tion skills, both oral-and written are essential. Those applying for the post of 
Assistant Director will have had considerable administrative and manage- 
ment experience in addition to other qualities:already specified. Appoint- 
ments are normally for an initial period of two to three years. 


Further details may be obtained from the Chief Personnel Officer, Common- 
wealth Secretariat, Marlborough House, Pall Mall, London SW1Y 5HX. 
Telephone 01-839 3411, ext 8134 or 8152, to whom all correspondence 
maulo be addressed, specifying the post-applied for. The closing date is 15 
july 1988. s 






















International Planned. Parenthood Federation (IPPF), the 
largest worldwide voluntary family movement, seeks a Secre- 
tary Generaltohead itsinternational secretariatin London. Six - : 
Regional Directors will report to this position as well as Assis-- 


tant Secretaries. General for Technical Services, Financial: 
Services and Support Services. : : 


:We seek a Manager to create an appropriate structure and to ` 
coordinate headquarters activities; an Ambassador to serve'as ^ 
an advocate for family planning and IPPF; and a Visionary to 
help reflect future priorities andto provide leadership. ; : 


The Secretary General will be atrue internationalistaccustomed 
to dealing with diverse cultures at the highest level; someone 
who has managed a mult, divisional organization with a decen- 
tralizéd structure; andwho has the ability to delegate, to evaluate © 
and to share results in a true team spirit. Family planning ex- 
perienceis a decided plus but nota requirement. . 


The salary will be commensurate with experience. Please 
forward resume by June30thto: ` 


Box.*82, The Economist Newspaper, Ltd., 
10 Rockefeller Plaza, New York, NY 10020, U.S.A. 


An Equal Opportunity Employer 

































EXECUTIVE FOCUS 


INTERNATIONAL 
LIVESTOCK 
CENTRE 

FOR AFRICA 


ADDIS ABABA ETHIOPIA 


INTERNATIONAL LIVESTOCK CENTRE FOR AFRICA 
ENGLISH EDITOR/WRITER 
VACANCY 1NT/006/88 - 


: _. General 

: The International Livestock Centre for Africa (ILCA), with headquar- 
ters in Addis Ababa, Ethiopia, is one of the 13 international 
; agricultural research organisations supported by the Consultative 
“Group on International Agricultural Research (CGIAR). 

. |LCA’s major activities are research, training and information, and 
its goal is to achieve measurable and sustainable increases in 
livestock output in sub-Saharan Africa. : 


Position - 


ILCA seeks to employ an English Editor/Writer in its Information 
Section. 


The information Section at ILCA headquarters in Addis Ababa is 
responsible for producing a wide range of scientific publications in 


English and French which are distributed to scientists, policy makers. 


and educators in sub-Saharan Africa and to scientists and donors 


outside Africa. ILCA’s publications include material based on | | 
research by both ILCA scientists and national programme scientists. | © — 
in sub-Saharan Africa. The Centre's regular publications ‘series | 
consists of the newsletter, bulletin, research report, annual report. 


and conference proceedings. - RP ps fu. 
The English Editor/Writer is. required. to edit manuscripts for 
publication in any one of the Centre's regular series; write articles on 
various aspects of ILCA's work for the Newsletter and for outside 
publications; provide editorial and linguistic advice to scientific staff, 
and train and supervise editorial staff. i E 


Qualification 


Applicants. should have.a Degree in Agriculture or related field and 
. formal or on-the-job training in scientific communications. 


: Applicants should also have a minimum of five years' experiénce in 
English ‘scientific editing to the highest international standards, 
knowledge of international agricultural research (preferably livestock 
research) and the ability to express scientific concepts. in clear 
terms, Knowledge of statistics and word-processing are required; 
competency in French is desirable. A demonstrated ability to interact 
effectively with people of different nationalities and disciplines will be 
an advantage. 


. This appointment may be initially up to a three-year period. Salary 
. and related benefits are paid in US$ and will be.in line. with 
comparable international organisations. Initial salary will be deter- 
mined by qualification and experience. 


Applicants should send current curriculum vitae, recent salary 
. history, names and addresses of three professional referees and 
photocopies of supporting documents (not returnable) before June 
30, 1988, in confidence to: 


The Personnel Manager 
ILCA - ; 
PO Box 5689 
Addis Ababa 
Ethiopia 
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“International Fund for Agricultural Development (United Nations) 
Rome (Italy) seeks: 


PROJECT CONTROLLER 


RESPONSIBILITIES: Identification and preparation of projects; 
participation in project appraisal and arrangements with co- 
Operating institutions and/or co-financier; preparation of loan 
documents; project monitoring, follow-up and review of supervi- 
sion reports; preparation of project report for government and 
annual programme of work. ME 1 A 
QUALIFICATIONS: University Degree or equivalent experience in 
Economics, Economic Development, Public Administration, Agri- 
cultural Economics or Agsculasral Science with seven to 10 yeart 
experience in project formulation: and implementation. Field 
experience in developing countries; Specifically in Africa, and/or 
e with international financial institutions: Excellent Eng- 
lish or French with working knowledge of other language. 
SALARY AND BENEFITS: IFAD as part of the United Nations 
common system offers competitive international salaries, benefits 
and allowances. 
Qualified women are encouraged to apply. Please send detailed 
résumé to: 

Personnel Division 


3 IFAD — 
- Viadel Serafico, 107 
00142 ROME 
Italy 


Closing date for applications: 23 July 1988 




























[THE INTERNATIONAL IRRIGATION 
-MANAGEMENT INSTITUTE - 


DIRECTOR, PROGRAMS (REF 201E) 
DIRECTOR, FIELD OPERATIONS (REF 202E) 


The Intemational Irrigation. Management Institute (IIMI) is an autonomous non-profit 
international organisation engaged in research, training and information exchange on 
irrigation management in developing countries. 
IME is seeking candidates with established tions in the irrigation management 
field for two Director-level positions, both at IMI Headquarters in Sri Lanka. 
The Director, Programs, will be responsible for leadership in conceiving, P pr 
and implementin JIMi's research program aimed at synthesis of IIMI's. fi 
results from several countries and their integration with knowledge comi 
"from other institutions. He/she will supervise the activities of IMI staff involved in si 
research, and in associated professional development activities. 
The Director, Field Operations, will be responsible for conceiving and formulating the 
Institute's field research projects in Asia and Africa, and for co-ordination of logistical 
and technical support for the implementation of such projects. The position will involve 
extensive travel. s 
Qualifications for both positions include an advanced degree or equivalent experience 
in a discipline related to irrigation management: poet die in leadership of multi- 
' disciplinary irrigation; agriculture, or development projects or organisations in 
developing countries: ability to negotiate with high ranking staff of national governments 
and donor organisations and to work collegially as a member of a multi-disciplinary, 
multi-cultural team: and excellent oral and written communications skill in English. 
Salary and benefits are commensurate with internationally recruited positions in other 
international agticultural research institutes. ; : 
p qn Interested and qualified candidates are invited to apply no later than 1 July, 
1988. Please senda letter of interest citing the appropriate reference number, a detailed 
résumé and three references to the address given below. 
The Director General (International Recruitment) 
international irrigation Man: tinstitute — . 
Digana Village Via Kandy, Sri Lanka 
:-AMftis an equal ponunt employer and does not discriminate according to nationality, 
ethnicity, sex or religion. — Pia at age een ide A ca 


EXECUTIVE FOCUS 


Display Sales Executive— 
Financial 


Based in London, to sell display advertising space in the 
national and international editions of The Economist. 


The position requires a person who can demonstrate a 
thorough knowledge and understanding of advertis- 
ers’ requirements in banking and associated financial 
areas. He or she should have experience of dealing 
id both clients and their agencies at the highest 
evel. 


It is likely that the successful applicant will be of 
graduate calibre. Previous experience may have been 
gained within the financial department of a quality 
“ational paper or specialist magazine. Alternatively, 

he position could appeal to those with relevant client 
or account handling experience, seeking to develop a 
career in publishing. Fluency in one or more foreign 
languages could prove advantageous. 


In addition to a competitive salary, the position carries. 


a range of benefits to be expected of the world's most 
successful international publication. 


Please send curriculum vitae to Jon Humphrey, 
UK Advertisement Manager, at: 2 


The Fronit zo. : ' The, 
StJames’s Street PcCONOMILSE 
London SW1A 1HG- E | i 


Department of. Mi erals and E ergy 
l Papua New Guinea 
SENIOR POLICY ANALYST: 
MINERALS 
SENIOR POLICY ANALYST: . 
ENERGY 
MINERALS ECONOMIST 
ENERGY ECONOMIST 
The Minerals and Energy Policy Division is ah interdisci team. responsible for policy 
OPE INL Ru REIS tearm 
formulation as rues to esploraon actes, "aloton o development proposals ard 
investigating avenues tor improving the existing policy framework. The successful candidate shall 
D BS ct Saat ri ip EE E 
mining and ; Postgraduate ped gel ee &conomi E 
engineering or related discipline. any 
ee in ne ee ape Ieri mart pi 
ul ‘economic analysis over a broad. range of issues related to the devel and the 
conomics Pes es br professional experience, dur pipe ipee ot 
cost and fiancial appraisal techniques ig essential. — — 


* Salary: Senior Policy Analyst Kina 24,000 (Kine 1:00 = US$1. 10) 
a Economist positions Kina 22,900 l A : 


Benefits: Gratuity 24% of salary taxed at 2% on three year ren ract. H idy. > 
SR PONG. home year renewable conti lousing subsidy 


tofrom. P leave once during contract. Education subsidy. for 
dependent children. ind : " 


Written application should: be sent by 16 June 1988, to: 


d 


* Commonwealth Secretariat 


ASSISTANT DIRECTOR, 
INFORMATION DIVISION 


The Information Division which is the main channel for the dissemina- 
tion of information about the Commonwealth and the Secretariat to the 
public and the media seeks to appoint an Assistant Director to work 
closely with the Director. The Assistant Director will be responsible for 


the implementation. of special projects. including the.use of new... 


information technology in the Division. He or she will assist the 
Director in maintaining liaison with the press and will be expected to be 
involved in the production of information publications, and in helping 
the Division to modernise and enlarge its present output. $ 

Applicants, who must be Commonwealth nationals, should be good 
communicators, with a sound educational background and exceptional 
writing.and verbal skills. It would be a distinct advantage to have some 
knowledge of the media and of the new information technology. A 
grasp of development issues and.a working knowledge of international 


affairs would be important assets. - 
The appointment is initially for. two to three years. Salary range of 
£22,260-£25,032 (gross) per annum, plus for a British appointee 124% 
of salary and for an overseas appointee expatriation and other allow- 
ances. Job description and further details are available on request. 
Applicants should send samples of written work and a detailed curriculum 
vitae with names and addresses of three referees by 15 July 1988 to: 


ASIA'S MOST RESPECTED PUBLISHING COMPANY 
>is seeking an 
ADVERTISEMENT MANAGER 
from July 1, 1988 
for a new monthly magazine to 
be launched in January 1989 


The person we are seeking to fill this very important post will 
be a thorough professional fully familiar with all aspects of 
media sales, marketing, promotion, research and sales man-. 
agement. | 


He/she will be a self starter and fully self motivated with an... 
excellent command. of English. Extensive travel will be re- . 
quired. The successful applicant will be based in Hong Kong. 


Our company is a leader in publishing and offers a full range 

of benefits including medical insurance, provident fund, an- 

nual bonus.and annual leave, Salary will be commensurate 
“with experience and ability. 

If you believe that you meet the requirements for this impor- 

tant post, please reply with full details to; i 


Managing Director ———— 
. <*> Review Publishing Company Ltd. 
G.P.O. Box 160, Hong Kong. 


Publisher of the Far Eastern Economic Review 








he new Shun Tak Centre and Macau Ferry Terminal complex, including the 
870-room Hotel Victoria, is a striking example of innovative building technology. Its 
two 4l-storey towers are among the tallest high-rise steel structures in Hong Kong. 
> And the Macau Ferry Terminal, designed to handle up to 15 million passengers a 
year, is the world's busiest marine transport facility. œ The careful blending of function 
and aesthetics by the architect Spence Robinson is complemented with high 
technology lighting from Philips. |» Cost-effective lighting that combines excellent 
colour rendition with high light output, yet uses 30% less energy. œ And the integration 
of general and accent lighting enhances the futuristic functional design of this superic 

landmark. BBP In conference centres, too, you will find Philips technology helping 


to create the right environment. B The new Austria Centre in Vienna, with 
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14 conference halls and a total capacity of 9,000, is a fine example. œ Up to 4,000 
delegates in the main hall can enjoy perfect conference conditions, thanks to a compu- 

‘rized directional sound system from Philips. œ In two other halls our multichannel 
reverberation systems tailor the acoustics for music, opera, theatre or speech. B And 
to ensure the best in sound and vision, we supplied the Centre's colour TV studio, 
master antenna TV distribution system and staff intercom. ® Lighting, sound and vision 


technologies — perfected by Philips and applied in projects the world over. P 


PHILIPS. THE SURE SIGN OF EXPERTISE-WORLDOWIDE. 


PHILIPS CORPORATE MARKETING COMMUNICATIONS, EINDHOVEN, THE NETHERLANDS 


E PHILIPS 
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| Carried over 23 mill n passengers and 60,000 tonnes of cago | 


Introduced new Club Europe and Club World brands. 








Established a marketing partnership with United Airlines, the largest single 
airline in the US.A. 





Welcomed the Airbus A320 to our fleet. 





Ordered new Rolls-Royce powered Boeing 7675. 





Moved into the new Gatwick North Terminal. 


BRITISH AIRWAYS. 


- The worlds favourite airline. 


THE ANNUAL GENERAL MEETING WILL BE HELD AT THE ROYAL ALBERT HALL ON 5jULY 1988. THE REPORT AND ACCOUNTS WILL BE POSTED TO ALÉ SHAREHOLDERS IN EARLY JUNE 1988. 
K :FÜRTHER COPIES WILL BE AVAILABLE FROM: BRITISH AIRWAYS, PO. BOX 169, HIGH WYCOMBE, BUCKS. HHO BNP: 

















It's Hungary again 


NLY a Hungarian, it is said, can entera 
revolving door behind you and come 
out in front. Hungary's new boss has just 
shown how it is done. Mr Karoly Grosz has 
swivelled past Mr Janos Kadar, who had ruled 
Hungary for 32 years, and in the same deft 
movement replaced over half of the party's 
Politburo and over a third of its Central 
Committee. This is a mind-boggling manoeu- 
in a part of the world where nobody is | 
ever sure how—-or whether—one set of lead 
ers can be swapped for another. Just as reform ~ i 
in Hungary was beginning to look as tired as the 76-year-old 
Mr Kadar himself, it has suddenly swung back to life. Hun- 
gary now has a chance to explore the limits of freedom in the 
Gorbachev empire. 

What most Hungarians (like most Poles, Czechoslovaks, 
Lithuanians or Estonians) really want is not to be communist 
at all. They would rather be democratic and capitalist, and 
probably neutral, like the Austrians next door. But in 1956 
Soviet tanks taught them there was to be no defection from 
communism. For years Hungarians settled for the Kadar com- 
promise—roughly, glasnost and "market socialism" in ex- 
change for acceptance of one-party control and loyalty to Rus- 
sia—as the best available anywhere in Eastern Europe. It no 
longer is, and it is important to understand why: 


From Ersatzkapitalismus to shamocracy - 


One reason is that “market socialism" is not working: the 

gyar miracle has becomera Magyar mess, despite the decep- 
uvely smart shop-windows in Budapest. Real incomes have 
been falling, inflation has risen to nearly 2096, and the coun- 
try's foreign debt has reached almost $18 billion, which 
means that Hungary owes more per person than even Poland 
does. This failure may seem surprising, given that in fits and 
starts for the past 20 years Hungary has been introducing the 
Soviet world's most ingenious imitation of capitalism— 
putting some market into Marx and pioneering the changes 
that are only just beginning i in Russia. Yet Hungary’s “con- 
sumer communism” has raised expectations without raising 
competitiveness. Politicians in Budapest admit that 19 out of 
every 20 of Hungary’s manufactured products are more than 
five years behind average western standards. 

The main cause of this (as Mr Gorbachev needs to know) 
is that Hungary’s communist party has refused to stop its 
meddling. It has insisted on propping up the old-fashioned 
industries, such as coal and steel, which old-fashioned Marx- 
ists hold dear. If you are a factory manager in Hungary, why 
strive for efficiency when the state will almost certainly cover 





















































your losses, and when the prize for making 
profits has been to have 97% of them taken 
away to subsidise the loss-makers? Ingenious 
as it is, the Hungarians’ Ersatzkapitalismus is 
frustrated by one-party rule. Freer economics, _ 
Hungarians now recognise, requires freer 
politics. 
It is not only in the economy that Mr 
Kadar’s communist party has become a road- 
block. A monolith in an increasingly complex 
society, it has lost the confidence of ordinary 
folk. That helps to explain why so many. 
groups independent of party control have sprung up in Hun- 
gary: the latest are an unofficial rival to the Communist — 
Youth League, an independent trade union for people in sci“ 
entific and other institutes, and the so-called Network of Free. 
Initiatives, which calls for multi-party democracy. 

The middle ground on which Mr Kadar built his post- 
1956 consensus had shifted, 32 years on, in a let's-be-bolder- 
direction. And even this new middle ground is vibrating with 
the rumbles from Moscow. With Mr Gorbachev in charge in. 
the Kremlin, many Hungarians reckon they can now be- 
braver in changing their own country. Exit Mr Kadar. 

So far, however, the new leadership seems to be offering 
only some pretend-democracy to accompany Hungary's pre- 
tend-capitalism. The talk is of separating the party from gov- 
ernment, of giving parliament some genuine power, of 
legalising some of the new unofficial groups so long as they. 
behave themselves. The party should still play the “leading 
role" and yet somehow relax its monopoly of power. The pro- 
posed new economic reforms look more serious. ‘It is sug- 
gested that private enterprises should have equal status with. 
state ones and, remarkably, that workers should be able t 
own shares, even in companies they do not work in. But the. 
political contradiction is still unsolved. 

The communist party has to let go of some of its power if. 
the reforms that might save the economy are to work, and if. 
the pain they will at first cause is to be accepted. Mr Grosz 
should listen to the Budapest economists who see that true 
liberalisation is the only credible cure for the Hungarian dis- 
ease. Hungary has to fling open its doors to foreign compe 
tition and allow unprofitable companies to go bust, eve 
though that will mean having to pay a lot of unemployment- 
benefit. The government has to promote, through an end to 
high taxes and other discrimination, the entrepreneurship: 
and inventiveness which, from Mr Biro to Mr Rubic, have 
been Hungarians’ greatest strength. 

Is the Grosz team up to anything so bold? Reforms in 
Heer have a habit of ete less good in practice than they 
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reforms run deep. Ideas about what wider "democracy" on 
the Danube might mean are woolly. At what point, for exam- 
ple, does an acceptable club of alternative thinkers become an 
unacceptable opposition party? And how serious is the pro- 
posed separation of party and state when the top people in 
the party are also the top people in the government? Mr 
Grosz himself is hardly setting a good example: he is combin- 
ing his new job of party leader with his old one of prime minis- 
ter. That must soon end, if he means what he says. 


Realists sidle to success 

Mr Grosz’s commitment to reform is uncertain. He is a 
power-hungry realist, not a gut radical. His half-embrace of 
the reformers’ cause is more plausibly explained as an:effort 
to, salvage one-party rule (by containing the pressures’ for 


change) than as any serious desire to modify it. Hopes have’ - 
been raised by the promotion to the Politburo of Imre - 
-Pozsgay and Rezso Nyers, both more genuine «democrats. 


Is Wall Street bust? 





: Sorry to sound alarmist, but the question needs to be asked 


OBODY likes a good party to end. After more than five 

years of bull-market revelry and razzmatazz, America's 
securities firms are finding it hard to adjust to the tedium and 
disappointments of a bear market. Their biggest disappoint- 
ment is not just that the number of shares being traded has 
fallen, but that most of the trading is now earning them no 
commission. If this continues, it will be only a matter of 
months before more of the too many too-highly paid people 
on Wall Street lose their jobs. Some famous firms will see 
their profits disappear. A. few will go bust. American 
moneymen understandably fear this prospect, but they. do 
their case no good by searching for scapegoats—like program 
trading and Chicago's futures exchanges (see page. 79). 

The truth about what is happening is brutally simple. Af- 
ter the speed and scale of October's crash, the most severe 
this century, it would have been odd if investors had not 
grown wary of the stockmarket. Nobody who has been burnt 
jumps willingly back into the fire. And cautious individual 
investors have been proved rational Only in Japan's 
stockmarkets have prices rallied above their pre-crash levels. 

Ignorant optimists say that this caution has merely re- 
duced this year's daily trading average to 170m shares, com- 
‘pared with last year's 185m. The fearful pessimists among the 
securities firms know that two-thirds of this year's turnover is 
not genuine buying and selling by investors, but paper-shuf- 
fling (usually for tax reasons) among the traders themselves. 
As such, it generates little or no net commission. 


That sounds good news, so sell 

The surest proof that Wall Street is in a real bear market is the 
present widespread willingness to see a cloud in every silver 
lining. Equity prices fell after the good news that America's 
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were advertised to be. Already, doubts about the promised. 



















Cynics point out that it may suit Mr Grosz to-have these two 
potential troublemakers in a position where they have to toe 
the collective line. Beyond Hungary, the Kremlin’s new rules 
for what constitutes comradely behaviour in Eastern Europe 
are still alarmingly misty. Mr Gorbachev's patience for experi- 
ments by the East Europeans may be greater than Brezhnev's 
was, but it has yet to be put to the test. 

Despite all these doubts, Hungary is the right country to 
start the testing. The demand for change comes from below, 
not from above, which makes it blessedly different from Rus- 
sia. Whatever Mr Grosz's own views, he will be under pres- 
sure to introduce further reforms. And, once started, where 
would the move to democracy stop? The apparent elasticity of 


“his beliefs could be his virtue: only commonsense, not ideo- 
logical iron, will hold him back. Today's Hungary has few true 
„believers in communism, even at the top of its communist 


party. Raw pragmatism rules. That.is why Hungary, with its 
swivel-door artist out in front, is most likely to define the best 
New Deal under the Gorbachev gaze. 








trade deficit in April was only $9.8 billion, compared with 


 March's $13.8 billion. Prices have weakened on-a string of 


company reports showing buoyant first-quarter earnings, and 
on evidence of continuing economic growth. A year ago, each 
of these messages would have twisted the bull market higher. 
Today, the slightest rally is seen as an opportunity to sell, 
When a company's share price falls on the announcement of a 
solid rise in profits, that means the market has already dis- 
counted every possible bit of good news. us. 8 

Many big institutional investors—pension funds, insur- 
ance companies, etc—are probably less pessimistic than the 
investor in the street: unlike him, the money that they lost in 
the crash was.not their own. But the institutions are hold 
their breath, neither buying nor selling. In today's low-vur 
ume markets, fewer shares need to be traded to move prices. 
Bridge Information Systems of St Louis estimates that it now 
takes a purchase or sale of 84,000 shares to move a share 196 
on the.New York Stock Exchange. In January 1987 it took 
155,000 shares to get the same movement. The difference is a 
measure of a less liquid—thus more risky— market. If the in- 
stitutions. decide to lighten their portfolios, prices could 


slump again. 


There is another, more abstract fear stalking Wall Street: 
the unease felt by many ordinary investors that the October 
crash was not a computer-driven aberration but a warning of 
worse things to come—as market crashes have often, though 
not always, been. To talk of an economic slump is to be dis- 
missed as a Cassandra, but it is true that America could not 
easily meet a threatened slump by trying to. pump up its de- 
mand by a still larger budget deficit. That would bring fright- 
ened inflation, not recovery. EU ud 
.. "Even today, as interest rates rise because of inflation fears, 












a financial crisis is brewing in America’s banking and savings: 
and loan industries. It is at its worst in Texas (see page 77) 
where the state’s biggest bank is bust and where the liabilities 
of the state’s thrifts exceed their assets by $10 billion. Texas is 
already in a slump; its financial institutions are too fragile to 
withstand higher interest rates; but the markets are expecting 
an increase in the discount rate. Could the Texas problem 
become a national one? : 

Two other worrying questions are frequently asked on 
Wall Street, but remain unanswered. First, how many tens of 
billions of taxpayer dollars might it cost to rescue America's 
many insolvent lending institutions in the next recession? 
Second, would Congress be prepared to raise those billions, 





France in step with itself 


habitation, a divided executive, is dangerous. How to reduce the risk of having it again 


NE French voice the fewer in Toronto is good news for 
the other six leaders of the industrial world who will 
meet there on June 19th. It is good for France too that the 
not-very-socialist President Francois Mitterrand will speak for 
his country without a dissenting conservative prime minister 
to tug at his sleeve. Mr Mitterrand's 5496. triumph in the 


presidential election on May 8th, and the manoeuvrings that 


seem almost certain to give him a Socialist majority in parlia- 
ment in next month's election, have temporarily put an end 
to the discomfort of dealing with a dual-headed France. 

But not permanently. The French got away lightly with 
two years of cohabitation between centre-left and centre- 
right. Other countries' constitutions—notably the American 
one and its many imitations—admit that the executive may 
come from one party while the legislature is dominated by 
another. But those constitutions rely on the separation of 
powers, and their politics is enlivened by creative tension be- 
tween executive and legislature. Among the big democracies, 

ly in France is executive power shared between the presi- 
aent and a government which, although he nominates it, is 
answerable to the National Assembly. 

This was de Gaulle’s prescription. He came to power in 
1958 to rescue France from the chronic instability of feeble 
governments. He tailored a constitution to fit himself: as pres- 
ident he was to personify his certain idea of France, and give 
out lordly instructions to a prime minister and government 
who got on with the hard work. The suit made for the tall, 
thin man of destiny constricts the waistlines of the lesser mor- 
tals who follow him, and flops over their plump wrists. 


Descartes’ answer would be wrong 


The vague, and very Gaullist, assumption is still thai the pres- 
ident should master the great national issues of foreign policy 
and defence, the government the “details” of budgets and 
social policies. Some Frenchmen believe that the danger in- 
herent in cohabitation would be abolished if that distinction 
. were written into the constitution, to specify which part of 
.the executive does what. That is too Cartesian. In the real 


‘withdrawals from the system because of a widespread faith in 


























































when it is already under so ‘much pressure to reduce federal 
spending—and when bankers are not much loved? So far, th 
insolvency of many lending institutions has not triggered 


the various federal schemes for insuring deposits. But the 
stockmarket, perhaps the best discounting mechanism there 
is, is starting to reflect a view that deposit insurance is not a 
panacea that could be easily summoned by a chorus of di: 
tressed bankers. © 

Although America's economy is still growing healthily,i its 
financial system looks horribly weak. And more people are 
saying that the blame for the October crash rests on that in- 
corrigible villain, the truth. 





world no clear line can be drawn between grand objectives 
and the humdrum means of attaining them, between two sep-. 
arate and distinct compartments of executive power. A na- 
tion so many of whose policies revolve around the EEC can 
hardly make a neat division between means and ends. Who 
commands the purse, at home or abroad? 
That cohabitation did not mean calamity was probablyan _ 
accident. In the 1986 election Mr Mitterrand’s Socialists lost 
control of the National Assembly. The president had to ap- 
point a prime minister who mustered a majority there, and 
was forced to accept Mr Jacques Chirac, an old political foe. 
Despite the prophets of doom they managed to pull more or 
less together, for two main reasons. Both men (and the partie 
behind them) happened to agree on defence, believing that 
France should strengthen its nuclear force and shift its army a 
bit closer to its European NATO neighbours; the country had 
no pacifist leanings. And—until Mr Chirac flew off the han- 
dle during the presidential election—they both thought they 
would get more votes next time if they played things cool and. 
looked responsible. 
Mr Mitterrand played it cooler than Mr Chirac, so got 
more votes in the presidential contest. His bandwagon wi 
now almost certainly carry his party through the assembl 
election too. Curiously, one of hiscool concessions is liable to 
transform a comfortable Socialist victory into a landslide. Mr 
Chirac’s centre-right coalition insisted on getting rid of the 
proportional voting system that the Socialists had brought in. 
France has gone back to first-past-the-post voting, which will- 
unduly magnify the Socialists’. gains—and, incidentally, 
sweep the Communists and Mr Le Pen’s far-rightists into par- 
liamentary irrelevance: Such are the ironies of politics. - 
But constitutions are meant to last longer than two rather — 
lucky years. The French have managed their awkward con- 
stitution skilfully; but it is still awkward. Take the probable 
outlook for 1993. The National Assembly’s five-year term 
runs out then, and the pendulum of politics suggests that the 
French may want to vote the Socialists out of control of the 
assembly by 1993. But the president’s term of office is seven 
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years. If the present rules were obeyed, President Mitterrand — 


would approach the fag-end of his second seven years sharing 
power with a hostile right-of-centre assembly and prime min- 
ister. Both centre-left and centre-right would be pushing to 
get their own man into the presidency in 1995. That is arec- 
ipe for bitterly divided government. 

. The 1993 danger will probably be averted, since Mr 
Mitterrand has more or less openly acknowledged that seven 
years (meaning 14, assuming one re-election) is too long for 
the presidential term. It would be simple to amend the con- 
‘stitution to make it five years, so that the French in:1993 can, 
if they wish, vote for the same party in both presidential and 


assembly elections. But the risk of divided rule would reap- 
pear as soon as a future president exercised his right to dis- 
solve the assembly before an election was due. 

It. would therefore be sensible to introduce, along with a 
five-year presidential term, one other simple change: that a 
president. who dissolves the National Assembly should him- 
self have to resign. He could stand for re-election if he wishes; 
but on the same days as people voted for the assembly. That 
change would give the French what they now lack, a clear-cut 
choice of the kind of government they want. The two legs of 
the executive would, with any luck, be in step, and stay in 
step. 





Half-way to November 


: Bad for Bush, but too soon to announce the name of the next American president 


LITTLE over five months ago Gary Hart was riding high 

in the polls. Today it is Michael Dukakis. The only poll 
that matters is a little over five months hence. Still, George 
- Bush is deemed to be in trouble. 


The favourite in May, says the New York Times, is the - 


- favourite in November: it has always turned out that way, 
ever since the New York Times/CBs poll was started. The fact 
that it was started only in 1976, that it took no surveys in May 
1980 and May 1984, and that Gallup and Time-Yankelovich, 
which did, both found Jimmy Carter to be more popular than 
Ronald Reagan in May 1980, suggests that this piece of 
psephological lore would not satisfy all statisticians. 

Never mind. Polls can be revealing, and much of what 
they have revealed this month cannot please Mr Bush. The 
New York Times/CBs poll suggests, for instance, that 28% of 
those who said they voted for Mr Reagan in 1984 prefer Mr 
Dukakis to Mr Bush this time. The Greek-American gover- 
nor of Massachusetts is clearly winning back some of the tra- 
ditionally Democratic blue-collar voters who defected to Mr 
Reagan in 1980 and, even more, in 1984. He is winning over 
the under-30s, the age group that swung to Mr Reagan most 
between 1980 and 1984. About 3596 of the sample exptess a 
positively unfavourable view of Mr Bush. Indifference is one 
thing, hostility another. 
^ Other polls confirm this unpopularity. Women have 
never liked Mr Reagan as much as men have, though they still 
preferred him to Mr Mondale in 1984. This year they prefer 
Mr Dukakis to Mr Bush, by 51% to 44% according to the 
Harris poll in April. Would a woman running-mate; such as 
_ Mrs Jeane Kirkpatrick, help? Maybe, but Mrs Geraldine Fer- 
raro did not do much for Mr Mondale in 1984, when a 
woman on the ticket was a novelty. And Californians, who 
. have backed a Democrat for president only twice in the past 
40 years, are leaning to Mr Dukakis—by 14 points, according 
.to a Los Angeles Times poll. Whoever carries. California, 
- America's biggest state, has nearly a tenth of the votes in the 
electoral college, in which he needs only a simple majority. 

Mr Bush's problem is that, having enjoyed the benefits of 
his association with Mr Reagan, he is now suffering the costs. 
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The surprise of the primary-election campaign was that tne 
president's popularity was indeed transferable. The surprise 
of the general election could be that it is not. The paradox 
rests on the different electorates. Those who vote in Republi- 
can primaries are Republicans—people who believe in the 
principles and values of the party, as well as in its most popu- 
lar standard-bearer for a generation. For them, Mr Bush was 


the next best thing to Mr Reagan. 


Gathering nuts in May 

Many of those who vote in general elections are independents 
who vote for the man more than for his programme. Polls 
have consistently shown Mr Reagan to be far more popular 
than his policies. In pre-summit May, when the newspapers 
were full of star-gazing in the White House, drug-dealing in 
Panama and Meese-sleazing in the Justice Department, Mr 
Bush's name was in virtually every article. A vote for Vice- 
President Bush (the epithet sticks to the loyal deputy as aegis- 
bearing does to Zeus) is a vote for the policies, not the person- 
ality, of Ronald Reagan. They are not policies anyone wo 
wish to run on. 

Nor, if he can avoid it, will Mr Bush run on them. Hence 
his efforts to distance himself from the deal that the adminis- 
tration has been trying so hard (and eventually failing) to get 
as a way of detaching the adhesive General Noriega from his 
throne in Panama. Perhaps this will make voters see Mr Bush 
as his own man. Perhaps it will make them think he is being 
tough about drugs, the issue that more Americans put at the 
top of their list of worries than any other. Perhaps it does not 
matter all that much. Drugs are indeed widely discussed in 


; America at present. But the fact that voters are more worried 


by drugs than by inflation, unemployment or nuclear war sug- 
gests that the nation is, by conventional standards, pretty 
contented. And when a country is pretty contented, prosper- 
ous and at peace, it is not usually in a mood to turn against 
those in power. 

That is not to say that Mr Bush can afford to relax; He has 


done badly this spring, and may still have to face more Iran- 
contra and Panamanian embarrassments. But the press and . 






























































public are being kind to Mr Dukakis at present. They may not 
be for long (the polls suggest that half the voters have yet to 
form an opinion of him). And Mr Dukakis faces some for- 
midable arithmetic. No northern Democrat has won more 
than 4396 of the vote in a presidential election since 1960 
(when John Kennedy scraped home with 49.7%). Since 1956 
no candidate of either party has won the White House with- 
out winning a majority n the electoral votes in the 11 states of 








Public Works, private cash 


A few spoil-sport thoughts on infrastructural investment 


N MOST of the world's rich countries, and in many of its 
poor ones, the public sector is in retreat. But it is not an 
orderly or logical retreat, and it is leaving behind some awk- 
d questions about how private money can be mixed with 
public. The way those questions are being answered in Britain 
infuriates many businessmen, and quite a few of Mrs Marga- 
ret Thatcher's ministers. Their anger is misplaced, and the 


reasons why hold lessons for every country. that has caught . 


the privatising bug. 

Many governments rush to attract private money for new 
roads, bridges, airport terminals and so forth. Britain's Trea- 
sury frowns on such schemes. The privately financed Chan- 
nel tunnel is going ahead only on the strict understanding 
that the public sector is providing no underwriting or guaran- 
tee of any kind. A new privately financed bridge across the 
Thames got the go-ahead only over the Treasury's bleeding 
body. Britain's builders cannot understand this. Mr Alastair 
Morton, the co-chairman of Eurotunnel, calls the official atti- 
tude "the last bastion of the politics of the insane". Actually, 
the Treasury's insanity is to try harder than most other 
privatisation-loving finance ministries to prevent a damaging 
blurring of the public-private boundary. < 


ok at the customer, not the borrower 


e whole argument turns on one vital point. Because the 
public sector’s investment pays no heed to market forces, and 
because. its debt is guaranteed against default, its capital 
projects must be subject to special discipline. First, each 
project should meet strict tests on its rate of return, so that 
money is not spent on roads that will barely be used or air- 

. ports that serve mainly to boost the egos of politicians in mar- 
ginal constituencies. And second, the government's projects 
taken together should be macroeconomically cautious. 

This second test can be justified in different ways. An 
economist would say that, if the public sector borrows too 
much to finance its own spending, it may drive interest rates 
up and "crowd out” private-sector investment—investment 
that would otherwise have met the harsh test of viability in 
the marketplace. A businessman might prefer a more down- 
to-earth rationale: if the construction industry is already 
stretched and its order-book long, more projects—individ- 
ually desirable though each may be—will merely boost wages 
and. prices. Since macroeconomic policy should be aimed, 


“the old Confederacy. Mr Dukakis i is ea well in the South. 


.lose-making British Telecom go bust? Or would it alter its 





With a southern running-mate (Senator Bob Graham helping 
to deliver Florida?), he might pull it off. But he will be pushed 
to carry Texas, without which no Democrat has ever won the 
presidency. 

The safest prediction this y year is that some old saws are 
destined for the wastepaper basket. Ne’er cast a clout till May. 
is out: you may need:it it to wipe the egg off your snout. : 





above all, at containing inflation, it cannot ignore the overal : 
state of demand i in the economy. 
Very well, but what happens if the project is fune not 
through government borrowing but by private borrowing in- 
stead? Here, surely, is a way to build all the roads, bridges and 
tunnels that everybody would like, without adding to public 
borrowing. Let private companies raise the money them- 
selves, the argument goes, and then recover their costs 
through charging. No, says Britain's Treasury: private finance _ 
for public projects must meet its rules. These insist (a) that 
there should be no government gurarantees; (b) that cost sav- 
ings within the project must offset the higher cost of raising 
money: privately rather than through issues of public debt; 
and (c) “the last bastion of insanity", that the private borrow- 
ing should in effect be deemed public borrowing, and thus be 
subject to the government's macroeconomic targets. These: 
rules are tough enough to scupper most proposals. 
At this point, confusion thrives because two quite sepa- 
rate questions are usually run together. One, who is the 
project's customer? Two, how is the project to be financed? 
Contrary to popular belief, the first question matters more 
than the second. If the customer is the public sector, it is abso- 
lutely right to apply the Treasury's rules and tough financial 
standards. Because, as far as the crowding-out argument goes, _ 
it matters not a jot whether the government pays for its 
projects directly, by selling its own bonds; or indirectly, by 
letting a private company act—however ingeniously—as its 
financial intermediary. In short; private finance does not in 
itself turn a public project into:a private one. lt is better to 
view all finance for public projects as public borrowing, re- 
gardless of the intermediaries involved. 
What, then, isa public project? The answer is "any project 
where the public sector is the customer”. The Treasury there- 
fore argues that investments made by newly privatised compa- 
nies such as British Telecom and British Gas, and. by 
Eurotunnel (private from the beginning), have no implica- 
tions for the public accounts. This is dodgier ground. Yes, 
British Telecom and Eurotunnel are private companies. But 
because they are, in one way or another, regulated by govern- | 
ment, theit revenues and hence their future profitability— 
are all, to some degree, in the gift of the public sector. 
This leads on to the acid test. Would a government let a 
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rules on price-setting to help it break even? Unless the govern- 


ment cam say “we would let it go bust", the Treasury is impli- 
cated in British Telecom’s future investment decisions even 
though it has no direct say in them. The only way to repair 
this breach in the public sector's financial discipline is to en- 
sure that there are several suppliers, so that when: ministers 
say a.company will be allowed to flop they will be believed. 
This grey area, first created by the privatisation of state 
monopolies, is going to spread. The construction companies 
- would like some of their plans for new roads, bridges and tun- 
nels to be treated in the same way as the investments of Brit- 
ish Telecom—that is, as fully private projects. But it is hard to 
‘maintain that the public sector is not the ultimate buyer of 
infrastructure. To see whether a particular project lies outside 
the scope of public spending, go back to the acid test: will the 
` government let.a bridge, road or whatever fall in a heap if 
- something goes wrong? 
^ Tf the answer is yes (as the Treasury says of the Channel 
tunnel), a project that looks private can fairly safely be treated 
as such. If the answer is no—as the Treasury now claims of the 
Dartford Bridge, which it insists would have gone ahead any- 
- way—it should. be treated as a public-sector scheme. Note 





Golden Temple, golden chance 


. Rajiv Gandhi's success in Punjab could be the saving of his prime ministership . 


T IS cruel that Rajiv Gandhi's mettle is pu rested by He 

issue that cost his mother her life: what to do about Pun- 
jab. It is also just. With its flashes of brilliance and its long 
stretches. of opportunism, Mr Gandhi's Punjab policy has 
been typical of his prime ministership. If he can: now bring 
peace to a Punjab that remains an integral part of India; Mr 
Gandhi will not only be relieving himself of a personal curse: 
the threat of Sikh terrorism has made the leader of the 
world's biggest democracy as much a prisoner of his body- 
guards and security men as a felon is of his jailers: He will also 
be on his way to rescuing a prime ministership that has been 
drifting towards failure. 

To speak of hope may seem grotesque when the 
arithmetic of murder in Punjab is getting grislier by the week. 
In the first three months of this year nearly 200 people were 
killed each month by terrorists demanding an independent 
Sikh state in Punjab (which is 60% Sikh and 40% Hindu); in 
five days in the middle of May 250 were murdered. Thé ter- 
rorists have long been hardened to spraying wedding guests 
“with bullets from AK-47 automatic rifles, Now; adding eco- 
nomic warfare to random terror, they are murdering migrant 
farm workers in Punjab just as sowing season begins; the 
workers are fleeing in their thousands (see page 31)... 

Yet the latest awful spurt in the death rate follows one of 
the most intelligent pieces of anti-terrorist police work seen 
anywhere in recent years. Hundreds of armed militants: had 
holed up in the Sikhs’ holiest shrine, the Golden Temple of 
Amritsar, turning it into the terrorist nerve-centre of Punjab. 


When the same thing happened in 1984, Indira Gandhi sent. 
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that although the-Treasury was unhappy about the bridge, 


the principle that it is a public-sector project (adding to public 
spending) was reaffirmed. So the affair is not the victory over 
Treasury inflexibility that the builders claim. 

In Britain and elsewhere, privatisation is extending its 
reach. So is the public use of private money. Increasingly, the 
private and public sectors will be working:alongside each 
other, especially where the government is keen to expand the 
private sector's role: health, education, housing and so on. 
The trickiest cases for public-sector finance will then be those 


- where the government is both a regulator of the private pro- 


ducers and a monopoly buyer of their services. Under the sort 
of health-service reform advocated-by this newspaper, for ex- 
ample, many hospitals would be in this position. 

It will be attractive to deem such companies part of the 
private sector, and leave them to invest as they. choose. The 
Treasury should let them do so—and reap the economic 
benefits. But it must also-be willing not merely to let inef- 
ficient suppliers go bust, but to say from the start that 
whether they prosper or crash is none of its business. Only 
when governments can say that and be believed will they ti 
have pushed back the boundaries of the state, . 








in the army. The giorno of the temple achieved its military 


objective at the immediate-cost of 1,000 lives, the anger of 


most Sikhs over the defilement of their shrine, and, soon af- 
terwards, Mrs Gandhi's assassination. This time the army was 
kept out. Well-trained. policemen sealed. off the temple, 
turned off the water and electricity, and let the sweltering 
heat do the rest. The police did not tread on sacred ground, 
and most Sikhs were indifferent to the deaths by police snip- 
ing or suicide of a few of the militants, and the surrender of 
the rest. Hence the frenzy of terrorist killings that followe: 


The farmers prefer ploughshares 

With their attacks on the farm labourers, the terrorists have 
gone for rich Punjab's economic jugular. This is upsetting the 
large middle class of Sikh farmers, and is giving Mr Gandhi 
his chance to finish off the.separatist threat. To succeed, he 
must first let the security forces hunt down and capture if 
possible—and kill if not—most of the 2,000 or:so hardcore 
terrorists. This is harsh. It is also necessary: the 2,000 cannot 
be appeased or persuaded,.only neutralised.: Thanks to in- 
formation picked. up in the Golden Temple, the police are 
already capturing or killing five-seven terrorists a day. Thanks 
tothe new-found precision of their targeting, and the anger of 
Sikh farmers, the police have the margin of public tolerance 
they need.to carry out what amounts to a wartime job. Pro- * 
vided strict discipline is maintained—and the quality of the 


top security men in Punjab suggests it can be—the police 


should be left free to.do it. 
Mr Gandhi. then has to drain the conl ef popular discon- 
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after his mother’s murder was to promise the Sikh. political 
party in Punjab that he would free the prisoners left over from 
her ill-fated Golden Temple assault, deliver the capital city of 
Chandigarh to full Punjab control (it | is now shared with the 
neighbouring—Hindu—state of Haryana), and reallocate wa- 
ter rights between Punjab and Haryana. Mr Gandhi's corrupt 
~ Hindu-centric Congress party did not want these promises 
< kept (might upset Haryana, you know), and he gave in. It is 
time to redeem the old promises and, in the next six months, 


to hold an election for Punjab’s government, even though ; 


tentin b the terrorist st sharks swim. His coutágeous stroke 











: this will madden e terrorists. 


It iscrucial for ndia that Mr Gandhi should CU Pun- 


l jab, near the country’s heartland, could menace India’s unity 
* if it broke up; bordering Pakistan, a Punjab in trouble poses 


the only serious threat of war between India and Pakistan. 
Punjab also matters for Mr Gandhi himself. It is characteristic 
of the prime minister to make the stunning start (the Punjab 
accord, the liberalising economic reforms, the assault on 
Congress corruption) and then lose interest. This time he 
must follow through. May Punjab be a tocsin for Rajiv, in- 
stead of the death-knell it was for Indira. 





By appointment to the underclass 


- Britain's social workers have a feel for the urban poor that the government shouldn't ignore 


S .. workers in Britain are unloved. The popular im- 
age is ofa do-gooding, long-haired leftover from the 1960s 


© who trudges the streets in jeans and open sandals, is probably 
. a vegetarian and still reads the Guardian. Right-wing politi- 
cians call them “socialist workers”. They always get the blame 
in a child scandal. The same people who then attack social 


workers for leaving a vulnerable child too long with its family 
are ready to brand them as interfering busybodies the mo- - 
ment a child is taken away. Bar-room analysts say social work. 
is unnecessary and undesirable, or that social workers are part. 


of the problem, not its solution. 


The British government shares the bar-room view. It has ~ 


failed to produce a long-promised discussion document on 
- local-authority social-service departments that might have de- 
scribed their changing role. Now the government: has pe- 
-. remptorily rejected proposals by social work’s central council 
to improve and extend social-work training and to spread it 
< over three years, not two—allegedly because it cannot find an 


| extra £40m a year by 1992-93. Apart.ftom Britain, only. Hol-. 


land and West Germany among European countries do not 


have three-year training courses; theirs last for four years. : 


“America does not recognise a British qualification. ; 


The contrast with the more popular nurses is striking. 


-This week the government won plaudits for agreeing to im- 


` proved training over three years for. nurses. Nurses have just. 


had a whopping 15% pay rise, and their career structure is 
being improved. Yet nursing is a curing job that (too often) 
degenerates into the menial and routine washing of patients 
~ and making of beds. Social work is a preventive job requiring 
careful decisions about clients based on training in and ex- 
perience of the law, health and child care, psychology and— 
because other professions such as the police and doctors are 
involved—management skills. 


The uncomfortable truth is that, in tomorrow’s Britain, 
skilled social workers may be needed even more than nurses. 


Ask any children’s charity. The growth of an underclass in 
inner cities, increased drug and alcohol abuse, racial tensions, 
rising crime and the spread of divorce, illegitimacy and one- 
parent families all mean that more children are at risk. Nor do 


social workers deal only with children: ; a third of respondents 
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toa recent survey said chikirer were their main concern, I 
two-thirds cited discharged prisoners, the mentally and physi- 


-cally sick, and the old. As the population ages, and as men- 
tally ill patients are discharged from institutions into society, 


social workers will have more to do. 

Whatever it may think of social workers, the government 
uses them increasingly. Since 1979 it has passed 48 acts that 
extend their functions. Most social work is necessarily based 
on statute, since it can involve legal interference with families. 
So reliance on charities and good neighbours can never be an 
adequate alternative. But to give increasing authority, and in- 
creasingly complex duties, to'a group of state employees is a 


policy that will work only if those employees are trained to use 
_ their powers sensitively and responsibly. Repeatedly, public 
inquiries report that they are not. Better training might have 
_helped social workers to prevent the deaths of two little Lon- 


don girls, Jasmine Beckford and Kimberley Carlile, and to 
overrule the over-zealous diagnosis of child sexual abuse by 
doctors i in.Cleveland last year... 


' Helpers, not busybodies — 


Social workers need a better i image to ede the pubuc 
(and the government) to be more sympathetic to them. They 
should start by learning from the success of the nurses: leave 


the local-government trade union NALGO, form a union or 


"college" of their own, and never go on strike. Next, they 
should welcome the idea of a *mixed-economy" welfare state 
in which. public authorities act as agents, buying services for 
clients from competing public and private suppliers. Most so- 
cial workers will always be public employees, but that does not 
justify unthinking hostility to words like choice, efficiency 
and value for money. 

. As for the government, it dieud rethink its bar-room 
view. Ministers have said that getting through to the under- 


. class is among their highest priorities. The people best placed 


to do this are social workers. If the government wants them to 
join a new crusade using different methods, it will have to 
convince them that it knows what it wants to do and how. 
Part of "he gotvincing vit come via in beprer raining. 











How Sir Yehudi Menuhin keeps time. 


Throughout the world Sir 
Yehudi Menuhin is recognised 
as a truly great musician. He 
is equally likely to be found 
giving a concert with Ravi 
Shankar or Stephane Grappelli 
as with a full orchestra. 

If all he could do, then, were 
to play the violin, that would 
surely be enough. But the en- 
thusiasms of Sir Yehudi extend 
much further. 

He has used the opportu- 
nities that travelling the world 
has given him not just to delight 
audiences with his playing. He 
also studies the indigenous 
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music of each country, hence 
his collection of contemporary 
and ethnic instruments. 

For the way in which he has 
used music as a medium for 
promoting his own humani- 
tarian beliefs, Sir Yehudi Menu- 
hin has received many honours: 
a British Knighthood and the 
Order of Merit, Commander of 
the Legion of Honour from 
France, the Belgian Ordre de la 
Couronne, the Order of Merit 
from West Germany and the 
Nehru Peace Award. 

His most precious posses- 
sions are still his violins. In his 


time he has owned such superb 
masterpieces as a Stradivarius, 
a Guarnerius Del Gesu and a 
Capicchioni. He will play with 
one favourite for a year or so 
and then change to another. 
But one instrument that he 
never changes is to be found 
on his wrist. It is an 18ct. gold 
Rolex Day-Date Chronometer. 
That such a man as Sir Yehudi 
Menuhin should choose a 
Rolex above all other watches 
as his personal timepiece is, 


surely, all the satis- W 
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of Geneva 


fact ion we cou ld 


ever ask. 
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Po j ec ER after 1992 in those EEC countries where it 
Power play ^5 =». Jaéks a subsidiary that ranks alongside do- 
C mestic competitors. 

This could be a big handicap in the 
power business, which provides more than. 
two-fifths of the revenues of ABB (a company 
50-50 owned by Asea and Brown Boveri 
which retain separate stockmarket identiti 
Nothing is exciting European corporate and business-school strategists and a few of whose assets are excluded from. 
more than the efforts of Asea-Brown Boveri (ABB) to create a pan-Euro- — the merger). National preference is such an 
pean company. They see it as a case study for businesses positioning shem- ingrained habit that local favourites always 
selves for the creation of a real common market in Europe in 1992. Can have a definite and usually a decisive advan- 
this Swedish-Swiss merger succeed where so many othet# have failed? D tage everywhere—GEC and Northern Engi- 

E We neering in Britain, Siemens and AEG in West. 
Germany, General Electric and Westing- 
ouse in the United States, Hitachi in Japan 
-and so on. In practice, the only truly open 
“markets in the European power business are. 
- those, like Denmark and Austria, that lack a 
national producer. 
ABB, which has 7096 of its sales and 
nearly all of its manufacturing in Europe, 
. protests that it is the most pan-European of 
all companies in the business. Nonetheless 
“the location.of its head offices will give EEC 
countries-an excuse to continue to deny it 
tracts in favour of their national pets. a 
ter 1992 should they want to do so (and 




















66 TNILEVER and Shell”, says Mr ©. Frankfurt were considered but Amsterdam 
Percy Barnevik, the Swedish chief ' 
executive of ABB, the electrical-engineering 
npany with 180,000 employees and an- 
nual sales of about $18 billion formed by the 
merger of Asea of Sweden and. Brown 
Boveri of Switzerland. He is answering ques- 
tions in ABB's head offices in an ugly, grey, 
squat building near Oerlikon railway stati 
outside Zurich and is citing examples of su 
cessful cross-frontier mergers in Europe. 
What Mr Barnevik does not volunteer i 
that ABB faces more obstacles to success than: 
either of these Anglo-Dutch giants ever did, 
starting with the location of its head offices- ome of them will). 
on the periphery of the EEC, the market th ©. Apart from discrimination, ABB's great 
it most wants to penetrate: Asea hails from. where Brown. Boveri’s prominence as a - «handicap is the state of the power industry. 
Vasteras in Sweden and Brown Boveri from member of the business establishment has __ It is suffering from the same sort of overca- 
Baden in Switzerland, Just abouteverybody helped it to recruit and retain the most tal pacity in Europe that Dunlop-Pirelli faced in 
in. the. electricalengineering business-as« ented Swiss engineers. Swiss tax rates, too, ^ their ill-fated attempt to form a pan-Euro- 
sumed that the merged company would ^ are helpful and Zurich airport (7/2 minutes ^ pean tyre company (born 1971, died 1981). 
choose a third country (“a neutral site")for _ away from: Oerlikon) gives quick access to ^ ABB has tried to diversify geographically by . 
its head offices: This was apparently the ©. other European centres. This Swissness also signing a memorandum of understanding 
preference of Asea executives. With 1992 in. carries a cost. As a company outside the Eu- — with Westinghouse of Pittsburgh that gives 
mind, many of them thought ABBhad toopt — ropean Community, ABB may continue to — it à stake (55% Westinghouse, 45% ABB) in 
£- somewhere in the EEC. London and | suffer discrimination in public procurement two joint ventures, one in power generation: 
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erce competitors 













ABB's European accent 
ABB turnover by market .. Number of employees - T l . ABB turnover by sector 
Total: $18bn Worldwide total: 180,000 S & : Total: $1800 





Source: Company reports 
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In effect, the deal gives ABB access to 
Westinghouse's trademark and its Ameri- 
can utility customers for $500m. That, say 


5 analysts, is far less than Brown Boveri has 
spent failing to break into the American 
. market, where the foreign entrant has to 
. come in at least 1596 cheaper than a domes- 


tic competitor to have a chance of winning a 


= utility contract. 


ID 
à 


The snag with these joint ventures is 


_ that the American market is even more de- 
. pressed than the world market. Not a single 


order for a new power station was placed in 


.. grammes in doubt, the power indus- 


_ that demand for power is still growing 


. tries and by 6-896 in the third world. 


- the United States last year. In West- 


q severe. 


ern Europe, where the Chernobyl 
scare has put many nuclear-pro- 


try's overcapacity problems are also 
ABB seeks solace in calculations 
by about 296a year in industrial coun- 


It reckons that the prospect of brown- 


= Outs and blackouts will eventually 
=- persuade utilities to order new capac- 
= ity. The upturn is expected to come 
_ first in the United States, where by 
. 1990 about 100 gigawatts of power 


- while waiting for world demand to 


x 


— . general and the power industry in particu- 


— generation will be 30 or more years 


old, the age of senility in this busi- 
ness; by 2000, some 300 gigawatts will 
be 30 or older. But in any business 
that is a long wait. How is ABB going 
to keep itself busy and profitable 


pick up in its core business? 


Unconventional wisdom 
Mr Barnevik observes with satisfaction that 


.. ABB's main competitors are fast diversifying 
. into consumer electronics, defence equip- 


ment, even medical products to reduce their 
dependence on electrical-engineering in 


lar. For Siemens of West Germany, electri- 
cal-engineering equipment now represents 
only about 4096 of total sales, for General 
Electric of America 3096, for GEC of Britain 
4596 and for Hitachi-Mitsubishi Electric- 


5; _ Toshiba (which others in the industry see as 


"^ 


one great Japanese rival) 25-5096. For ABB 
the figure is 10096 and its chief executive is 


+ delighted to find himself swimming against 


5 


so strong a tide (for Mr Barnevik the way to 
make money in manufacturing, as in the 
stockmarket, is to invest when everybody 
else is fleeing). 

His C.v. makes it impossible to dismiss 
this as bravado. Though he looks like an ear- 
nest American professor of a slightly ob- 
scure social science—social geography, per- 
haps—Mr Barnevik has proved himself the 
most successful of the young managers pro- 
duced by the Wallenberg companies. Mor- 
gan Grenfell, a London merchant bank, en- 
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thuses about the record of Asea since 1980 
when the Wallenbergs, who own just about 
everything in Sweden, shifted Mr Barnevik 
from Sandvik, a Swedish metal-bashing 
company, to become boss of Asea. 

Mr Barnevik, who was then 39, cut 
costs, stressed market-driven R&D and set 
up profit centres with tight and ambitious 
targets. Sharper cuts at the top than the bot- 
tom helped to sustain morale on the factory 
floor—Asea’s head-office staff in Stockholm 
was reduced from 1,700 to 200, with an 
eventual target of 100. 

Sales have increased at a compound an- 
nual rate of 18% at Asea since 1981 when 





Barnevik and sidekicks: Leutwiler (top) and Nicolin 


Mr Barnevik got a grip on the company and 
net profits at a compound rate of 13%. As- 
tute takeovers of companies in 
neighbouring countries (Stromberg in Fin- 
land, Flotech in Denmark, Elektrisk Bureau 
in Norway) have changed Asea from a Swed- 
ish-centred into a pan-Nordic electrical mul- 
tinational. It is an impressive record even by 
the high standards of Sweden, where deval- 
uation of the kronor by 10% in 1981 and by 
16% in 1982 helped many companies to be- 
come far more internationally competitive. 
In his new job at Oerlikon, Mr Barnevik 
is emphasising profits over volume and mar- 
ket share. He wants, above all, to avoid ABB 
signing new contracts at inadequate profit 
margins that lock in unprofitable capacity 
before he has had time to make the Brown 
Boveri part of the merged business as fit and 
as lean as he has already made the Asea part. 
He fears that if ABB does not turn away mar- 
ginally profitable business it will find itself 
stuck with capacity that would much better 
be scrapped, so squandering the greatest 
opportunity created by the merger. 
Rubber-neckers from other companies 
watching ABB for pointers on how to restruc- 
ture a business in preparation for 1992 are 
fascinated by the way the Swedes at Oerli- 


kon (the Swiss are less ruthless) seem imper- 
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and the other in power distribution and 
= transmission equipment. 


vious to unpopularity as they push through 
their changes. Swiss engineering concerns 
report that for the first time ever they are 
finding it possible to head-hunt employees 
that Brown Boveri would like to keep. 

All this upsets old hands at Brown 
Boveri. But, when pressed, they admit that 
radical change is overdue. Before the merger 
Brown Boveri had what are euphemistically 
called two “dividend-free years”. Because it 
was engineer-driven, with R&D aloof from 
marketing, Brown Boveri's profits had been 
sliding since the late 1970s. According to a 
devastating analyst's report from Morgan 
Grenfell, the company did not possess 
^ an effective matrix 
organisation. In many countries each 
subsidiary had its own management 
structure, undertook its own market- 
ing, research and production, thus 
duplicating costs and dissipating 
strategy.” 

When Mr Fritz Leutwiler, the 
head of the Swiss National Bank fr« 
1974 to 1984, was appointed chief ex- 
ecutive in 1985, profits were tiny. 
Even so, his promise to shareholders 
to double profits in 1987 compared 
with 1986—when Brown Boveri had 
net profits of SFr96m (then $53m) on 
sales of SFr13,8 billion —and to in- 
crease them by a further 50% in 1988 
looked beyond reach when the 
merger with Asea was finalised on 
January Ist this year. 

Mr Leutwiler stays on as co-chair- 
man of the board of directors of ABB. 
In this role he will probably serve the 
same function as Mr Paul Volcker, the for- 
mer chairman of America’s Federal Reserve, 
or Lord Prior, a former Tory minister in 
Britain, do when they join companies—they 
have excellent contacts and have their tele- 
phone calls returned by people in govern- 
ments and central banks that their new em- 
ployers want to consult, charm or cajc' 
The other co-chairman is Mr Curt Nicol 
a famous Swedish engineer who sits on the 
boards of several Wallenberg companies. 

The restructuring that Mr Leutwiler 
started will be made more sweeping and will 
be pushed through by Mr Barnevik at a 
faster pace: the conversion of Brown Boveri 
from a geographical to a product divisional 
structure; the facing down of the Mannheim 
operation, which had become an indepen- 
dent power within Brown Boveri; the estab- 
lishment of about 3,000 profit centres at 
ABB. The profit centres will have much au- 
tonomy in purchasing and will be close to 
their markets and their customers (which 
means short decision lines). 

The new Swedish managers from Asea 
are younger and more entrepreneurial than 
most of their counterparts from Brown 
Boveri. They knowingly play the averages, 
setting ABB, say, 200 objectives in the full 
realisation that if they achieve 140 or 150 of 
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American Express Bank Ltd. 


Growth opportunities worldwide 


ASSET MANAGEMENT 
IN SWITZERLAND 


P rivate banking clients have many different 
goals, but they all face one problem: how to 
protect and build their assets in an increasingly 
complex world. American Express Bank and its 
subsidiaries have a solution: asset management in 
Switzerland, a unique service combining traditional 
Swiss professionalism, prudence, and discretion. 


Personal attention 


As step one, our investment counselors will ana- 
lyze your individual situation — including your 
financial goals and current investments — and 
advise you on the portfolio that best suits your 
needs. This may consist, for example, of short-term 
investments, equities, bonds, even precious metals, 
all carefully selected to give you an optimum bal- 
ance of yield and security. 

The money managers at American Express 
Bank (Switzerland) AG then monitor your port- 
folio on a full-time basis, alert to any economic 
developments that may affect your investments. If 
you wish, we accept discretionary power to handle 
investment decisions on your behalf, in accordance 
with your personal goals. This is a practical, con- 
venient arrangement, particularly if you reside out- 
side of Switzerland. 
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Also, while our approach is Swiss, our outlook 
is global. Our network of 103 offices in 42 coun- 
tries — one of the world's largest — gives us world- 
wide presence and access to extensive resources. 

Finally, as part of the American Express family 
of companies, we can provide the discerning inves- 
tor with a wide array of investment opportunities 
that few financial institutions can match. 


Strictest confidence 
If asset management in Switzerland makes sense to 


you, contact your nearest American Express Bank 
for information — in strictest confidence. In Hong 


Kong, telephone 5-844-0688; in Singapore, 3213-352. 


American Express Bank Ltd. is a wholly-owned subsidiary 
of American Express Company, which has assets of more 

than USSI16 billion and shareholders’ equity in excess of 
USS4.6 billion. 
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themit their exercise will be fairl ly judged asa 


“triumph. 

In setting the objectives, the new man- 
agers have an advantage (often poorly ex- 
ploited in a merger of like with like) of being 

* able to compare every operation of the two 
«companies to discover the leader in each 
field of activity—in throughput, quality, 
failure rates and so on. Confronted with su- 
perior achievements at a rival company, di- 
-visional chiefs customarily say that they 
"know for a fact that these results are being 
obtained at a tremedous loss. "ABB now has 
all the data—there can be no more of that 
“sort of bullshit," says one of its executives. 


Restructure, then grow 


“The restructuring will include the con- 
“centration of ABB's 11,000 R&D employ- 
ees—5,000 of whom hold advanced aca- 
demic qualifications—in three main centres 
(Vasteras, Heidelberg and Baden) and six 
“smaller ones. Their cohesion is essential to 
-ABB's aim to become the low-cost producer 
in all of its businesses. 

Power remains the core business, and 

both parties to the merger have great 
strengths to contribute at the cutting edge 
of power technology. Asea, for instance, 

contributes pressurised fluidised bed com- 
bustion (PFBC), an efficient, cheap and envi- 

- ronmentally sound way of burning coal; and 
it is the world leader in high-voltage direct 
current systems. Brown Boveri's high-tem- 
‘perature reactor stabilises at a safe tempera- 
ture, diminishing the risk of a core melt- 
down. 

Niche opportunities are being. opened 

-up in ABB's other businesses by the excel- 
lence of its R&D effort. It challenges Japan in 
the manufacture of industrial robots. In lo- 
comotives ABB is already the main "domes- 
tic" supplier to the Swiss, Scandinavian and 
(through Brown Boveri Mannheim) West 
German railways. Its expertise in mass-trans- 

. port systems is producing pay-dirt, and an 
analyst at Goldman Sachs, a New York in- 
vestment bank, notes that ABB has produced 
a high-speed train that, unlike Japan's Bullet 
and France's TGV, operates on existing 
track, thus cutting costs. 

In environmental controls the thin op- 
erating profits of the Flakt subsidiary that 
Asea has contributed to the merger should 
be fattened as stricter anti-pollution stan- 
dards cause more utility, forest-product and 
motor companies to seek its help. The po- 
tential for synergy between Flükt's environ- 
mental expertíse and ABB's power-plant op- 
erations is large and can be properly realised 
now that the largely complementary tech- 


nical strengths of Brown Boveri and Asea 


are being integrated. 


By opting fot international sandards of 


accounting (a tactful way of saying Nord 


transparency rather than Swiss opaque- 
ness), ABB will make its. operations. more 


intelligible to its own people as wellvas to 
28 





‘outsiders. It reckons that the cost of reveal- 


ing hitherto confidential information to its 
competitors will be.more than offset by the 


clearer. sense of direction that this gives to . 


the company's own. employees. 


ABB has chosen the dollar as its account- 


ing currency and English as its working lan- 
guage. Only 1596 of ABB"s employees have 
English as their mother tongue, and for all 
membets of the executive board it is a sec- 
ond language. But, as few of Asea's people 
speak Switzer..Deutsch (a dialect described 
by its-detractors as more a throat infection 
than a language), ABB had no option but to 
plump for the foreign language that Swedes 
spoke most fluently. 

The restructuring and synergistic ambi- 
tions of ABB look daunting but achievable. 
Doubt about the merger: begins to emerge 
only'ón the marketing side. As a manufac- 
turer of capital goods that has governments 
as its main customers, ABB is at a disad- 


‘vantage compared with consumer-products 


companies. When Electrolux, a Swedish 
white-goods ^ multinational, ^ acquired 
Zanussi of Italy it was able, if it wanted, to 
transfer the production of washing ma- 
chines from Italy to France, or refrigerators 
from Sweden to West Germany. Nestlé, a 
Swiss chocolate maker, will-have a similar 
opportunity to shut inefficient operations 
and concentrate production in efficient fac- 
tories if it wins its contested takeover fight 
for Rowntree, a British rival based in York. 


The market test 


ABB's room for similar manoeuvre is 
cramped. It realises that it has little chance 
of winning a contract from a statal or para- 
statal body in an industrial country in com- 
petition against domestic rivals unless it has 
a significant manufacturing. base in that 
country. It-has already shot itself in the foot 
by putting its head office in Zurich. If the 
EEC really does create an open market in 
1992, or something approaching one, sym- 
bolism could be important. Though ABB has 
factories dotted throughout’ the Commu 


Room for improvement . 





. test of the marketplace! l 


nity, it twill not ook or smell or taste quite 


like a pukka EEC company so long as all its 
main centres— Vasteras and Stockholm for 
Asea, Baden for Brown Boveri, Zurich for 
ABB—ate all outside the Community. 

ABB's strategy to break into third-world 
matkets also provokes a nagging oe The 
company already has 30,000 employees in 
the third world, most of them in India and 
Brazil. It talks of having many more as it ex- 
pands its Indian and Brazilian operations 
and increases its presence elsewhere, espe- 
cially in East Asia. “_ 

‘Seared by the experience of European 
shipyards, ABB wants to be part of the infra- 
structure when the newly industrialising 
countries come on stream in the heavy elec- 
trical-engineering industries that are its 
core. ABB's aim is to operate in the third 
world as "an insider, not invader”. Joint 


ventures in South Korea and Taiwan are 
cited as the shape of things to come. The 


growth is certainly there—demand ^- 
power in the newly industrialising count 

is growing three or more times as quickly as 
in the old industrialised ones. Only a short- 
age of foreign exchange and of credit is stop- 
ping these countries from giving ABB more 
business. 

Scepticism persists; nonetheless. When, 
analysts ask, did.a multinational company 
last make a decent profit on its operations in 
the third world? Ford's troubles in Argen- 
tina, Volkswagen’ s in Brazil and just about 
everybody's in China come easier to mind 
than the success stories. The American mar- 
ket ambitions of ABB also look unconvinc- 


ing. Perhaps the joint ventures with Wes- 
'tinghouse will give ABB the-opening into the 


world's largest utility market that Asea and 
Brown Boveri have so long craved—but do 
not count on it. In the electrical-equipment 
field, Westinghouse has run a distant second 


* to General Electric since God was a boy. Is it 


possible that ABB will pass every other test 
only to fail the'one that really matters— 



































FROM OUR SOUTH: FAST ASIA CORRESPONDENT 


HAT has gone wrong with Lee Kuan 

Yew? In the 29 years he has led Singa- 
pore he has shown a decisiveness and far- 
sightedness that put.most other politicians, 
anywhere, to shame. His ideas and the firm 
hand with which he put them into. practice 
made Singapore prosperous, modern; eff- 
cient and practically corruption-free. Dis- 
sent was never welcome, and.politics. was 
mostly the preserve of Mr Lee and his party. 
This did not keep him from being popular: 
most Singaporeans were content. to leave 
the politics to iu because he was giving 
them. comfortable lives. It was’ a fairly re- 
laxed relationship, 

It is now much less TN Singapore i is 
turning into the sort of place where you do 
not say bad things about.the top man with- 
out glancing around to see who is listening. 
It is fat too-strong to.say;.as.some have said, 
that. the city-state- is. becoming Orwellian. 
But critics of the government now. worry 

; about whe i is reading their ir letters and disten- 





py in Singapore 








ing to their telephone conversations. Prison- 
ets.are not physically tortured in Singapore. 
There is not much violence, and no race ri- 
ots. But the flavour has got unpleasant. 
Things soured last year, when Mr Lee 
started: launching broad attacks on dissent- 
ers: Restrictions were placed on the circula- 
tion. of foreign: publications that had dis- 
pleased the government (by ‘refusing, for 
example, to publish an unedited rebuttal by 
a government spokesman of.an article the 
paper had printed). Some woolly-headed 
but apparently harmless people, many of 
them: Roman. Catholics and social workers, 
were alleged to be part of a Marxist plot. 
They were detained without trial, all but one 
were released after they had “confessed” — 
and seven were rearrested last month after 
claiming the confessions had been coerced. 
This month Mr Lee.took on the United 
States. An American diplomat was accused 
of meddling in Singapore's politics and sent 
home. He had talked to a former solicitor- 


general, Mr Francis Seow, about Mr Seow's 
plans to enter politics. America responded 
with a tit-for-tat expulsion, and the cam- 
paign against foreign conspiracies was o; 
“Beware foreign elements,” admonished 
one newspaper that follows the government 
line: "they are out to attack our psychologi- 
cal and social defences.” 

Mr Seow, a critic of Mr Lee, was for hi 
part arrested under the Internal Security 
Act. Besides talking to the American diplo- 
mat and thinking about running for office, 
Mr Seow had been representing some of the 
alleged Marxists in court. He had also writ- 
ten an article for the Asian Wall Street 
Journal (one of the restricted publications) 
arguing that Singapore had become a closed 
society. Mr Seow is still in jail. 

Now Mr Lee is tangling with an old com- 
rade-in-arms, Mr Devan Nair, a former pres- 


ident; who says the prime minister should 
resign. Mr Lee accuses him of collaborating 
| with Mr Seow. Mr Nair, who should be in a 
:. position to know, retorted this week ‘that, 


like Mr Seow now, Mr Lee back in the 1960s 


_-had himself talked to foreigners about do- 


mestic: politics. Defamation, snapped the 
prime minister, who is demanding an apol- 
ogy and damages from Mr Nair. Even if he 
complies, Mr Nair, who perhaps pradently 
has been out of the country since the rou 
began, may still be in deep water. One oppo- 
sition politician is being asked for hef 

damages because his apology for slandering 
Mr Lee during an election campaign was 


"neither sincere nor unreserved”. 


Why is a prime minister whose party has. 
all the seats but one in parliament, and who 
has a calm and wealthy country behind -him, 
behaving like this? It is rash to push back 
democracy; and. invite. hostility from west- 
ern friends and nervousness from foreign in- 
vestors, when there.seems to be nothing at 
all threatening the stability and prosperity 
of your country. All around East Asia, par- 
ticularly i in Taiwan and South Korea, coun- 
tries are liberalising their politics as they be- 
come richer. Mr Lee is bucking the trend. 

The prime minister is not mad, or senile 
(he is only 64). But he has been in power for 
a long time, the force of his personality and 
intellect almost unchallenged over the years. 
A man in that position does not gladly 
brook dissent. And, as.always with Mr Lee, 
deeper calculations are at work. One is his 
growing conviction that democratic free- 
doms are likelier to hold Singapore's econ- - 
omy back than propel it forward. 

That-is an-odd view of an increasingly 
rich and information-based society. And . 
foreign investors increasingly do not share 
it: one of Hongkong's top businessmen, fax” 
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FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


NY Vietnam, too, is saying there’s 

no place like home. On May 25th, 

. ten days after the Russians started leaving 
Afghanistan and four days before the Rea- 
gan-Gorbachev summit was to open, the 
Vietnamese announced* that they will 

; withdraw 50,000 soldiers from Kampu- 
chea this year; they start leaving in June. 
Every year since 1982 Vietnam has pulled 
out-some men, most recently 20,000 last 
November. But these were simply troop 
rotations. The total announced this week, 
more than a third of the 140,000 Viet- 
namese believed to be in Kampuchea, may 
mark a serious change of policy. 

The announcement follows a visit to 
Moscow last week by General Prem Tinsu- 
lanonda, prime minister of Thailand, 
which borders Kampuchea and gives sanc- 
tuary to the anti-Vietnam resistance. The 
general spent 45 minutes with Mr 
Gorbachev, talking about Kampuchea. 
Russia has been thought reluctant to lean 
too hard on the Vietnamese because of 
the value of its bases at Da Nang and Cam 
Ranh Bay. Yet Mr Gorbachev told Gen- 
eral Prem that he would at least talk to 
Vietnam about withdrawing. 

Vietnam's . foreign minister, Mr 
Nguyen Co Thach, was then summoned 
to Moscow. He may have been reminded 
yet again of the bitter truth that Russia 
pays a lot of Vietnam's bills ($3m-worth a 
day) and that Vietnam is too hard up to 
afford its Kampuchean adventure. The 
heat may really be on the Vietnamese to 
make a deal and get out by their promised 
deadline of 1990.: 

How might: it happen? General Prem 
was keen in Moscow to revive the idea of a 
“cocktail party”, a chat among the local 


powers. Vietnam and the three resistance 
groups would mingle with the Kampu- 
chean goverriment of Mr Heng Samrin. 
The Russians seem agreeable, but nothing 
will budge until the Vietnamese talk di- 
rectly with Prince Norodom Sihanouk. 
He leads the resistance and is the only 
Kampuchean figure with enough author- 
ity to bless a settlement, and to make it 
palatable to the West. So far Vietnam has 
not wanted to.get down to serious with- 
drawal talk with.the prince. 

Then there are the Chinese. Their 
main aim is to-whittle Vietnam down to 
size. They also have the Russians to think 


about. Vietnam's occupation is the last of - 


the "three obstacles" ‘China has said are 
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Maybe it's for real this time 


stopping normal relations with the Soviet 
Union. It may not be unreservedly happy 
to see the removal of this convenient ex- 
cuse for spurning Mr Gorbachev's pro- 
posal of a Chinese-Soviet summit. 

The Vietnamese will be reluctant to go 
if it means leaving Kampuchea. to the 
Khmers Rouges, the most powerful.sec- 
tion of the resistance. It was to depose 
them that Vietnam. invaded Kampuchea 
in 1978. The Kampüchean army is not 
strong enough to take on the Khmers 
Rouges alone. There has been talk of an 
international peace-keeping force, but no- 
body takes that idea too seriously. Bon 
voyage to the 50,000; but Kampuchea is 
still a long way fróm Afghanistan. 





. miliar with Singapore; says that foreign busi- 
nessmen.are already thinking twice about 
the place because of what is going on there. 
But Mr Lee knows that one ingredient in 
Singapore's success has been a strong, nim- 
ble government that could respond quickly 

“to changing business conditions without the 
bother of a troublesome opposition. He 
‘wants to keep the option open. 

Another factor is doubtless Mr Lee's 
worry that Singapore's present stability 
could prove deceptive. The place has a racial 
mix which, in Mr Lee's eyes, makes it easy 
for hatred and chaos to be whipped up by 
irresponsible journalists. The country is 
75% Chinese, 1596 Malay, the rest a mix- 
ture. Neighbouring Malaysia has allowed 
more freedom than Singapore and has had 
more ‘racial tension. The neighbours in 


themselves are a cause for concern: mostly-- 
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Chinese Singapore is ethnically isolated, 
wedged between big and Muslim Malaysia 
and huge and: Muslim Indonesia: Would a 
less regimented Singapore fall prey more 
easily to. disorder or hostility from across the 
border? : : 

Mr Lee's ‘crackdown may be timed to 
help the ruling People's Action party win 
the next election; There has been so: much 
hounding of the potential opposition that 
few intelligent Singaporeans-will risk taking 
on the ruling party without thinking care- 
fully about the consequences. Mr Seow was 
thinking of setting up a group of lawyers to 
run against some of the People's Action can- 
didates. That idea was crushed when he was 
arrested. The atmosphere has grown so bad 


‘that some Singaporeans believe the govern- 
ment will even know how they vote. . 
- The majority is unlikely to be restive 











when the election comes around (most peo- 
ple think it will happen in December). For 
all Mr Lee's faults, many Singaporeans still 
like him and call him à great‘man. Any votes 
cast against the ruling party will probably be 
muffled by a new system of “team members 
of parliament" which, the government says, 
was introduced to ensure a racial balance in 
representation. The opposition will be hurt 
by it, As'many as a third of the candidates 
will have to run in threes. Finding three can- 
didates in a constituency will be easier for 
the large machine of the ruling party than 
for the small and fragmented opposition. 

It is thought the prime minister will step 
down at election time. But that may change 
little. Mr Lee will probably become presi- 
dent. That is now a ceremonial post, but not 
for long: legislation isin the works to make 
the president popularly elected, and proba- 











bly ‘more powerful. Whichever of the two 


' main candidates succeeds him as prime min- 
ister—his son, Brigadier-General Lee Hsien 
Loong, now the trade minister, or the dep- 
uty prime minister, Mr Goh Chok Tong—it 
is Lee Kuan Yew's vision of Singapore that 
will stamp the character of the place for 
years to.come. The troubling thing for those 
who have admired Singapore, and Mr Lee, 
is that the vision, for reasons hard to under- 
stand, is darkening. 





India 
The temptations 
of sainthood 


FROM OUR INDIA CORRESPONDENT 


O MATTER that Mr Rajiv Gandhi is 

at last achieving some success with his 

Yjab policy; his Congress party is getting 
nervous about the growing unity of India's 
opposition. If Mr Vishwanath Pratap Singh 
can lead the opposition «into battle in the 
general election due next year, it has a real 
chance-of defeating Congress.’ But there is 
that if. Mr Singh has had trouble making up 


his mind whether he wishes to'be a politi- . 


cian or a saint. He has been consulting his 
antaratman, the soul within his soul, to find 
the answer. 

Mr Singh. was the ablest of Mr Gandhi's 
cabinet: ministers, holding first the finance 
and then the defence portfolio. He was 
forced out last year after probing into what 
he called "the nexus between big money and 
politics". He said he would never.seek office 
again, but would devote himself to cleansing 
Indian politics of corruption. He created the 
Jana Morcha (People's Movement), which 
was not quite a political party but more than 
a social reform movement. 

Last July Mr Amitabh Bachchan, a film 

‘and a close friend of Mr Gandhi, re- 
signed from parliament, where he repre- 
sented Allahabad, because his name had 
been dragged into financial scandals involv- 
ing his brother. Mr Singh, who also comes 
from Allahabad, said at first that he would 
not contest the by-election caused: by the 
resignation. Then he filed his nomination 
papers, assuming that Mr Bachchan would 
stand again: he considers the Bachchans the 
personification of all the evils he is fighting 
against. The film star seemed eager to accept 
the challenge, but instead Congress took 
the wily step of riominating an'uncontrover- 
sial candidate, Mr Sunil Shastri; the son of a 
respected former prime minister..Mr Singh, 
his scruples aroused, debated. with himself 
over whether to pull out of the race. It was 
only at the last minute, on May 26th, that he 
made up his mind to stay in. 

:,Abóut time, muttered other opposition 


; politicians: As they see it, Mr Singh is their ] 
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FROM OUR INDIA CORRESPONDENT 


HE Sikh terrorists in Punjab may be 

learning a hard lesson: that one-de- 
feat is liable to lead to another, if you re- 
act in panicky hysteria. The Indian gov- 
ernment's success; in forcing the 
surrender of the armed militants who 
had occupied Amtitsar's Golden Temple 
not only destroyed the insurgency's main 
control centre. It also led those Sikhs 
who bloodily search for a separate state 
to make the first big blunder in their five- 
year campaign. 

In.the five days after the surrender, 
on May 15th, of the main body of mili- 
tants in the temple, Sikh terrorist gangs 
killed 245 people in Punjab, most of 
them: Hindus. More than 60 were mi- 

> grant farm labourers from eastern India. 
. They were chosen as victims partly be- 
cause they were easily identified as Hin- 
dus, and shot in batches as they slept in 
their-camps. In turning their guns on 
them the terrorists have struck at the vi- 
tals of Punjab's economy. The state's 
sturdy Sikh farmers, whom the separat 
ists have been wi ver since they be- 
gan their campaign, will suffer grave 


Punjab killings 
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leader, Allahabad is his home town; and he 
should have an easy win. Mr Gandhi's most 
powerful opponent would enter the Lok 
Sabha, the lower house of parliament (Mr 
Singh is now a member of the upper house). 
Allahabad is the second city.of India's larg- 
est state, Uttar Pradesh. Congress politi- 
cians who control the state. parliament 
would get-a forceful message about the drift 
of public opinion. Many would cross the 
floor and others would be demoralised. 


Since Uttar Pradesh-elects almost 20% of. 


the Lok Sabha's.546 members, whoever 


wins. there. is likely to form India’s next ^ 


government. - 
-The epponition, has good reason for its 





Eveni in Punjab, that may be too much - 


losses and are likely to be enraged. 
Reports from Punjab suggest that mi- . 
grant workers are already leaving the- 
state in droves. More than half of the .. 
workers at a large canal construction site 
have abandoned their.camps, and many 
farm labourers have also fled. Even es- 
cape was perilous. Terrorists set off a 
bomb in a railway station waiting room 
that was packed with migrants waiting: 
for trains to take them out of Punjab; 
four were killed and 20 wounded. E 
In a normal year, the next few weeks 
would see a large inflow of seasonal la |. 
bour to Punjab. It is now a safe bet that 
the supply will dry up. This could spell 
ruin- to thousands of farmers. Ever since 
they began to cultivate paddy, Punjab’s . 
farmers ‘have depended heavily on mi- 
grant labour from eastern India’s rice- 
growing states to sow, transplant and 
harvest the crop. So great is the demand 
for seasonal labour that almost half a mil- 
lion migrants come to Punjab every year. 
A cut in their numbers will sharply 
increase the cost of labour. It may even 
cause an absolute shortage during the 
ttansplanting season, which is only six 
weeks: away. The area under paddy is 








. bound to fall, and the farmers who con- . 


tinue to plant i it are likely to find most of 
their profits swallowed by higher wages. © 
. Paddy-is now the main cash crop of... 
nine-tenths of the farmers in Punjab. 
The typical small farmer retains most of 
his wheat for consumption by the family, | 
but sells‘all his rice. He will be hard hit by : 
the lack of migrant: labour. Since eight. - 
out often farmers in Punjab fall into this 
category, the terrorists will lose a lot of 
friends. in the coming months. If the at- 
tacks on migrant workers continue, mod- . 
ern Punjab's hard-won prosperity-—the 
fruit of 40 years of patient toil—could be © 
ruined within a year: 











hopes. Even though Mr Gandhi himself re- 
mains pretty popular, the Congress party is. 
linked in-people's minds with corruption, 
nepotism and high-handedness. State after 
state has slipped out of the Congress grasp. 
The whole of the south, the east and the 
north, comprising nine of India's 16 major. 
states, is in the opposition's hands. Only the 
Hindi-speaking states of the centre and. 
three others remain with Congress. By wine. 
ning in Allahabad on June 16th (when there : 
will be. 17 other national and state by-elec- 
tions ín a big trial of political strength), Mr- 
Singh could give the edifice of Congress 
power just the. push needed to bring it tum- .. 
bling down. 
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That would not be the last of the oppo- 


 sition’s problems. In the past ten years, as : 


— the voters have become disenchanted with 
Congress, they have voted against it in state 
elections but not in national ones. They 
. have not forgotten that the Janata coalition, 
. voted into power i in 1977 as a protest against 

Indira Gandhi's "emergency" rule, fell apart 

— in less than three years. 

Only Mr Singh, the argument goes, can 

. make the opposition seem like a possible al- 
ternative government. He was an able chief 

= minister of Uttar Pradesh from 1980 to 

.. 1982. During his tenure as Mr Gandhi's fi- 
nance minister he was loyal to his chief and 

- willingly shouldered the burden of unpopu- 
decisions. Most people see him as a man 

- of principle, yet able to control a fractious 
party. He is the right one to carry the oppo- 

_ sition’s banner—if he has, in fact, decided 

to serve India as a politician rather than a 
saint. 





Taiwan 
The events of 
May 


FROM OUR CHINA CORRESPONDENT 


N THE island of Taiwan, political tol- 

erance is new and fragile. Is it about to 

be shattered? Since last July, when martial 

law was ended after 38 years, street dem- 

. onstrations against the government have 

been running at an average of three a day. In 

- the Legislative Yuan, or parliament, mem- 

bers of the Democratic’ Progressive party, 

the technically illegal opposition, hurl abuse 

and sometimes even punches at aging repre- 

sentatives of the ruling Kuomintang. 

Through it all the government has remained 

calm—even during the delicate days in Janu- 

ary when President Chiang Ching-kuo died 

and Mr Lee Teng-hui was appointed his suc- 

cessor. Taiwan, it seemed, was on the path 
to liberal democracy. 

So one still hopes. But on May 20th the 
patience of the government was perilously 
strained. More than 3,000 farmers marched 
through the capital, Taipei, to protest 
against the import of cheap. American food 
and to demand a social insurance scheme 
for farm workers. As the marchers reached 
the parliament building, the demonstration 
turned nasty: at least 40 people were injured, 
many of them policemen. Some observers 
say it was the worst political violence since 
the notorious "incident" in the southern 
city of Kaohsiung in 1947, when Kuo- 
mintang troops from mainland China mas- 
sacred thousands of native-born Taiwanese. 

Just why matters should have turned so 
ugly is an open question. Taiwan's farmers, 
who number only 700,000 of the island’s 
19m people, do feel aggrieved. They have 
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3 Leaning on Lini 


VEN a speck can have a leadership 

struggle. Will Mr Walter Lini, the 
prime minister of Vanuatu since the Pa- 
cific island-state won its independence in 
1980, give way to Mr Barak Tamé Sopé? 
If Mr Sopé gets the job, will he continue 
Mr Lini's dissenting approach to life, 
‘which has made Vanuatu the noncon- 
formist of Pacific politics? 

Probably he woüld be more radical. 
The causes that Mr Lini has articu- 
lated—against the continuation” of 
French colonial power and nuclear test- 
ing in the South Pacific, against poach- 
ing by foreign fishing boats—are Mr 
Sopé's, too. The two men have long pro- 
vided the intellectual fuel of the ruling 
Vanuaaku party. But these causes are be- 
ginning to look a little tired. Mr Sopé 
wants to promote a federation of Mela- 
nesian states (Vanuatu, the Solomons, 
Papua New Guinea and Fiji) which 
would have a louder voice than 
Vanuatu's alone. The group would give 
strong support to Melanesian indepen- 


been left behind in Taiwan's breakneck race 
to prosperity; they consider the freer im- 


ports of American fruit and poultry a be- 
trayal of their interests for the sake of placat- 
ing à powerful Uncle Sam grown weary of 
America's perpetual trade deficit with Tai- 
wan. Certainly, too, the Democratic Pro- 
gressives used the demonstration to insult 
President Lee and the ruling party. And, 
quite possibly, Kuomintang hardliners may 
have acted as agents provocateurs to dis- 
credit the government's liberal experiments. 

The most alarming experiment for the 
old guard is the cracking of the political wall 
that separates Taiwan from China. Forty 
years after Mao Zedong shoved Chiang Kai- 













































dence movements in the French colony 
of New Caledonia and the Indonesian 
province of Irian Jaya. 

The rest of Melanesia is unenthusias- 
tic about the idea: the island peoples are 
separated by great distances and have lit- 
tle in common except the deep black 
skins from which their ethnic name is de- 
rived. All the same, the Melanesian cause 
is a good platform on which to campaign 
for the presidency of the Vanuaaku party 
and thus the prime ministership. 

Mr Sopé, who is general secretary of 
the party, challenged Mr Lini unsuccess- 
fully for the top job after last November's 
general election. He claimed that Mr 
Lini, who suffered a stroke earlier in the 
year, was not well enough to rule. Last 
week some 2,000 of Mr Sopé’s support- 
ers marched on the capital, Port Vila, 
complaining of injustices in the use of 
land. Several people were injured and 
one was killed, seemingly accidentally. 
Land is an emotional subject in Melane- 
sia, where, by tradition, it is not sup- 
posed to be sold, but i ly to well- 
off Australians for holiday homes. 
Australia, probably unduly alarmed, said 
it was prepared to send a warship to evac- 
uate its citizens. 

Mr Lini, and Mr Sopé if he succeeds 
him, will have to be wary about upsetting 
foreigners. Vanuatu is attempting to di- 
versify away from foreign aid for its in- 
come: it is advertising itself as a tax ha- 
ven, a tourist centre and a flag of 
convenience (70 ships on the register so 
far). On May 23rd Mr Lini sacked Mr 
Sopé as minister of tourism and immigra- 
tion. Any bid for power will, he says, 
have to wait for the party election in 
1989. However, Mr Lini went to New 
Zealand in January for medical treat- 
ment, and may go again. If Mr Sopé 
thought Mr Lini was too unwell to carry 
on last year, what will he think now? 


shek and his troops to their offshore retreat, 
the implausible dream that the Kuomintang 
will one day recover the mainland remains 
official dogma. Recent events make light of 
the dogma. Taiwan's citizens can now go, 
via Hongkong, to visit relatives on the main- 
land; mail can be sent and received by the 
same route. Indirect trade with the main- 
land is running at $2 billion a year, mostly in 
favour of Taiwan. And when a Chinese air- 
craft was hijacked to Taiwan earlier this 
month, it was expeditiously returned to the 
mainland with minimum embarrassment to 
China's government. 

The Kuomintang stalwarts who hate 
this blurring of the faith are dying off. Presi- 
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dent Lee is trying to speed up the attrition 
by offering handsome retirement pensions; 
but the process cannot be rushed too much. 
The old-timers must occasionally still be ap- 
peased—witness the five-year jail terms 
meted out this month to two hapless Tai- 
wanese businessmen convicted of trading di- 
rectly with the mainland. The power of the 
anti-reformers may be sharply curtailed after 
July 7th, when the Kuomintang holds a 
party congress at which perhaps half of the 
elderly nay-sayers will step down. It will be a 
pity if violent demonstrations like the one 
that followed the farmers’ march breathe 
new life into the old guard. 





Japan 


. Taxing Takeshita 


Y 





ad 


FROM OUR TOKYO CORRESPONDENT 


NLY one issue, tax reform, now mat- 

ters in Japanese politics. It is messy, but 
it poses the real question: can Mr Noboru 
Takeshita, in his own cumbersome way, suc- 
ceed in changing what his sprightly prede- 
cessor as prime minister, Mr Yasuhiro 
Nakasone, failed to change? Mr Nakasone’s 
failure cost him his job. If Mr Takeshita fails 
too, he will be dumped by the ruling Liberal 
Democratic party when his two-year term 
ends next year, 

Mr Takeshita has learned something 
from Mr Nakasone’s upset. Last year the op- 
position parties in parliament held up the 
government budget until Mr Nakasone 
dropped a proposed sales tax, the 


centrepiece of his reforms. Mr Takeshita 
was careful to see his budget through before 
the special session of parliament which is 
due to debate his tax bill in July. 

The opposition parties are united 
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What game is the North playing? 


FROM OUR TOKYO CORRESPONDENT 


ERHAPS North Korea's leader, Mr 

Kim Il Sung, means it when he says 
his country will not disrupt September's 
Olympic games in Seoul. Nobody feels 
entirely trustful. Even if North Korea 
(which is not taking part in the Olym- 
pics) does not cause trouble, there are 
others—notably the terrorists of Japan’s 
Red Army—who may be happy to do its 
dirty work. Hence a quiet international 
effort involving the South Koreans, Japa- 
nese, Americans, Chinese and Russians 


to ensure the games’ security. 

A South Korean-Japanese committee 
has met in Tokyo to discuss collabora- 
tion on anti-terrorist measures in the 
run-up to the games. Japan could be a 


terrorist target because athletes from at 
least 35 countries will be doing their final 
pre-Olympic training there, and because 
80% of the visitors to the games are ex- 
pected to pass through Japanese airports 
on their way to Seoul. The Japanese po- 
lice have arrested two Red Army mem- 
bers suspected of having slipped into Ja- 
pan to commit sabotage. 

In South Korea itself, getting into the 
stadiums and the Olympic village, where 





against the tax reforms. Although the Lib- 
eral Democrats have a comfortable par- 
liamentary majority, Japanese political cus- 
tom forbids them to use it in the face of a 
united opposition. Mr Takeshita therefore 
hopes, by his favoured technique of talking 
quietly to a wide range of contacts, to shear 
the small, centrist Democratic Socialist 
party away from the rest of the opposition. 

The prime minister is getting public 
opinion on his side. At public meetings, and 
with the help of a pliant press, he has put 
over the message that the taxes of the future 
will have to pay for more pensions and medi- 
cal care as Japan’s population ages. The 
present tax system bears down dispropor- 
tionately on wage-earners. Mr Takeshita 
wants to shift part of the burden to indirect 
taxes. He seeks big cuts in income tax and 
other taxes—cuts worth ¥6 trillion a year 
($48 billion), according to hints given on 
May 24th by the party’s number two, Mr 
Shintaro Abe. The party's supporters in big 
business are being offered the sweetener of 
lower company taxes. The 10,000 biggest 
companies paid a tax bill of Y26 trillion 
($209 billion) in the latest tax year. 

Full details of the new tax should be- 
come public in mid-June, when the ruling 
party's tax committee is due to complete its 
draft proposals. They had been promised 
earlier, but haggling is still going on over 
possible exemptions. What the committee 
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the athletes will live, will mean being 
checked by doorframe x-ray machines 
and other security paraphernalia. Some 
60,000 electronic gadgets are being in- 
stalled. Dogs are being imported to sniff 
out explosives, Sixteen anti-terrorist task 
forces have been set up. The South Ko- 
rean and American soldiers along the ` 
demilitarised zone separating North and 
South Korea will be on even keener 
watch-out than usual. American war- 
ships will be alert for seaborne idiocies. 

The best hope for the safety of the 
games is the fact that North Korea's two 
closest things to a friend, China and Rus- 
sia, will be there. It would make little 
sense for the North to anger either. 
When the North Korean defence minis- 
ter, Vice-Admiral O Jin U, visited Beijing 
last week, he reportedly was told by Mr 
Deng Xiaoping that China would take a 
poor view of trouble at the Olympics. 
The American secretary of state, Mr 
George Shultz, has raised the matter of 
North Korea and the Olympics with his 
Soviet | counterpart, Mr Edward 
Shevardnadze. Now it is up.to the North 
to be good. That's the problem. 





has in mind is a value-added tax with some 
special twists. It will be introduced at a low 
rate, probably 2-396. Small firms will not 
have to produce invoices to reclaim tax paid 
at an earlier stage of production (a differ- 
ence from Europe); a calculation of their tax 
liability will be made from their account 
books. Many small firms keep two sets of 
books, the more self-effacing version of 
which is shown to the taxman. Mr Tak-^-^- 
ita's new tax could be a tax-evader's deli 

The prime minister may have to make 
other concessions. Financial and insurance 
transactions have wriggled out of the pro- 
posed system. Other lobbies will seek special 
treatment. Then there are the opposition 
parties. They scent blood since Mr Take- 
shita's indecisiveness in tackling two recent 
matters. He was slow to sack a senior cabinet 
minister, Mr Seisuke Okuno, for suggesting 
that Japan was not the aggressor in its inva- 
sion of China in the 1930s; and the dead- 
lock with America over quotas on imports 
of beef and oranges is still unbroken. 

Even if he succeeds in winning over part 
of the opposition, Mr Takeshita may need 
to give the rest a way of saving its face. Par- 
liamentary politics in Japan involves much 
ritual struggle. The betting is still that Mr 
Takeshita will scrape through with his tax 
reforms; but the opposition parties will 
make him sweat it out until the end. 
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AMERICAN SURVEY 


High spirits but low hopes 


for Moscow 


WASHINGTON, DC 


HEN Ronald Reagan became presi- 
dent, summitry was out of fashion, 
the Russians ruled an evil empire and Amer- 
ica wanted more missiles, not fewer. Now, 
near the end of his term, he describes the 
Soviet leader as a “friend”, and he is off to 
the empire itself to talk about turning half 
America’s missiles into ploughshares, while 
ssian troops retreat from Afghanistan. 
_..ce they have shaken hands in Moscow 
this weekend, no American president will 
have met his Soviet counterpart more often. 
At his fourth meeting with Mr Mikhail 
Gorbachev in 30 months, Mr Reagan be- 
comes the fourth American president to 
visit the Soviet Union and the first for 14 
years (since Mr Gerald Ford in 1974). 

Nobody expects the Moscow summit to 
produce either a new idea or a new treaty to 
be signed by the two leaders. Tacitly admit- 
ting this, they have told their negotiators in 
Geneva to take a month's holiday after the 
summit. The joint statement to be re- 
leased at the end of the meeting is al- 
ready drafted. It says little different 
from the one that ended the Wash- 
ington summit last December. Sev- 
eral small treaties may be ready to be 
signed during the visit, but not by the 
leaders: two that deal with pollution 
and search-and-rescue in the Arctic, 

ir others dealing with fishing, nu- 
cear explosions for peaceful pur- 
poses, advance notice of ballistic-mis- 
sile tests and reciprocal monitoring 
experiments at nuclear test sites. 

In other words, this summit will 
be exactly the kind of getting-to- 
know-you-better exercise that Mr 
Reagan once said he abjured. No 
sense of urgency attends this gather- 
ing, and none of the mutual recrimi- 
nation about who is dragging his feet 
thát usually precedes a summit. 

It was hoped last December, 
when the present meeting was 
planned, that this would be the occa- 
sion to sign a treaty cutting long- 
range arsenals in half. But the strate- 
gic arms reduction talks (START) have 
produced no treaty yet, and the treaty 
banning land-based nuclear missiles 
that travel between 500 and 5,500 
kilometres had still not been ap- 
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proved by the Senate as Mr Reagan left for 
Russia. This is the agreement, known as the 
intermediate nuclear forces (INF) treaty, that 
was signed in Washington in December. 

The Senate's approval is needed for its 
ratification, but the treaty was bogged down 
until mid-week in a morass of ingenious 
amendments, mainly from Senator Jesse 
Helms. Mr Gorbachev, according to Mr 
Helms's first amendment, was not empow- 
ered to sign such a treaty because he is not a 
head of state and has not sought the permis- 
sion of the president, Mr Andrei Gromyko 
(as Mr Brezhnev did of Mr Podgorny in 
1972). After Mr Helms had conceded de- 
feat, on May 25th, hopes rose that a ratified 
treaty might yet catch up with the president 
before he reached Moscow. 

None of December’s other hopes has 
come to anything. Yet nobody predicts a 
diplomatic catastrophe. The Americans, 
like the Russians, seem content to go on 





Could they be made into shower curtains? 


talking. The only failure they fear is one of 
public relations, and both sides are relying 
on the charm of the two leaders and the pic- 
turesqueness of the settings to avoid that. 

Even when the trip is largely ceremo- 
nial, American presidents do not travel 
light. Aircraft have been shuttling to Mos- 
cow all week with equipment for the 600 
members of the administration whose pres- 
ence is considered indispensable at the sum- 
mit. This includes everything from Mr Rea- 
gan's limousine to the Californian wine to 
be served at the dinner he gives in the Amer- 
ican embassy. The scouts sent out to assess 
Moscow's creature comforts came back with 
dire tales of the lack of shower curtains and 
the inadequacy of Soviet soap—and with 
upset stomachs. So shower curtains, soap 
and water are all on board the aircraft. 

Having had a dress rehearsal in Wash- 
ington, the Russians were ready to meet 
most of the Americans’ logistical demands. 
They were not upset that Mr Reagan de- 
cided, unlike Mr Richard Nixon, not to stay 
in the Kremlin, and they recognised the 
need to prepare for an invasion by a greedy 
and demanding press corps. The only 
change they made to the Reagans' schedule 
was to add a small private dinner at the 
Gorbachevs' dacha. 

Part of the reason for a quiet sum- 
mit is that both sides have achieved 
their immediate objectives and nei- 
ther is yet convinced that the next 
step is in its interest. The Russians 
have (or soon will have) got rid of the 
hated Pershing missiles that could 
reach Moscow from West Germany, 
and have gained the sort of interna- 
tional respectability they crave. The 
Americans have (or soon will have) 
got rid of the ss-20s and the invaders 
of Afghanistan. 

They have also seen Mr Andrei 
Sakharov released and emigration 
from Russia increase just a little. Mr 
Reagan has been going out of his way 
to praise the Russians’ progress on 
human rights, welcoming the easing 
of censorship and the reuniting of di- 
vided families. Nonetheless, detente 
it is not, say American officials. The 
relationship is one of pragmatism, 
"engagement", not friendship. The 
talks are professional where once they 
were polemical, says Mr Michael 
Armacost of the State Department. 
That cuts both ways. "We must react 
to perestroika as cold, calculating cap- 
italists, not as romantic capitalists,” 
says Senator Bill Bradley. 

Before they take the next step, 
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the Americans need to make up their own 
minds about several things. Chemical weap- 
ons, they insist, cannot easily be banned in a 
way that can be verified. Cuts in conven- 
tional forcés.may come eventually, but will 
first need a long and careful set of negotia- 
ons. Besides, the Americans still link this 
ssue with. improvements in human rights, 
simply as a way of keeping human rights on 
the agenda. And, of course, there is always 
the Strategic Defence Initiative, which, if all 
oes well, will barely even be discussed at the 
ummit. The Americans refuse to abandon 
their. "broad interpretation" of the anti-bal- 
listic missile treaty;:the Russians refuse to 
Tecognise it. The entirely ambiguous lan- 
guage of the December statement allowed 
both sides to feel they had stuck to their 
guns. Expect an almost identical remark this 
time. 

The three biggest issues directly holding 
up. START- concern .mobile missiles, air- 
launched cruise missiles and sea-launched 
‘cruise missiles. America has until now main- 
tained in the START talks that mobile mis- 
siles:must be banned altogether because it is 
impossible to verify.a partial ban of such an 
lusive quarry {a position that has its ances- 
try in the Ine talks). Yet the Americans are 
beginning to recognise that the. Russians 
have invested too much in mobile missiles to 
agree. At the same time Congress is arguing 
over plans for two different mobile Ameri- 
‘can missiles. 

The Senate—and Mr Frank. Carlucci, 
the defence secretary— prefers the option of 
putting the big, ten-warhead MX missiles al- 


The House of Representatives prefers devel- 


oping. a new, single-warhead missile, the. ^ 
Midgetman, that carries its own launcher 


with it; this is a neater but more expensive 
option. The House-Senate conference ori 
the defence authorisation bill will probably 
allocate ‘each $500m, thus underlining 
VEU s indecision about its mobile mis- 
siles. Mr George Shultz said on May 24th 


that the Americans would propose at the ` 


$ummit a way to keep track of mobile mis- 
siles rather than banning them altogether. 
A reluctance to move too fast has kept 
: other obstacles in the way of a START treaty. 
Mr Henry Kissinger has persuaded the ad- 
ministration to. worry that fewer missiles 
could. mean more Soviet warheads aimed at 
¿each American launcher—and so a bigger 
temptation to launch a first strike. The fool- 
ishness of having built Trident submarines 
so big (each can carry as many as 192 war- 
heads) that any cut would leave America 
with a mere handful, each stalked by packs 
of Soviet attack submarines, is now dawning 
on the Defence Department. And, although 


it may conceivably be possible to distinguish 


~ a nuclear from a. non-nuclear sea-launched 
cruise missile by. allowing the other side to 


inspect it and literally seal it shut, this would. - 


inevitably -destroy ^ America’s habit— 


Be. uo 





essential to keeping certain allies sweet— 


of neither confirming nor denying.whether: 


its ships carry nuclear weapons. 

Altogether, therefore, there is no enthu- 
siasm for haste on START. Moreover, the 
more Mr Reagan and Mr Gorbachev talk, 
the less American voters worry about arms 
control. One of the biggest issues in 1980 
and 1984, East-West relations have simply 
sunk below the political horizon this year, to 
be replaced by drugs and trade. Mr George 
Bush and Mr Michael Dukakis both prom- 
ise they would pick up START where Mr Rea- 
gan leaves off. Only a few diehards on the 
right object. Such unanimity between Dem- 
ocrats and Republicans in an election year is 
almost unprecedented. 

The'attention, then, will switch else- 
where. To space, perhaps (see-page 73), or 
Africa? Rumours of a breakthrough on.An- 
gola blossomed briefly in the weeks before 
the summit, But, as they left for. Moscow, 
members of the administration were talking 
more soberly about merely hoping to restart 
the London talks and muttéring that Russia 
could no more:control Cuba than America 
could control South Africa. Other regional 
issues were to be talked about with no great 
optimism. Kampuchea runs into Vietnam- 
ese objections, Nicaragua: American, and 
the Gulf war Russian. There should be 
plenty of time for sightseeing. E 





‘ready under. development on to rail cars... 


America and Panama 


No deal. 


: WASHINGTON, De 
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25th he turned down an elaborate Ameri- 
can proposal which would have secured: his 


resignation in return for the dropping of 


mander of the Panamanian Defence... 
Forces (PDF), has yet again placed the Rea- 
gan administration-in a quandary. On May - 
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^ drugs chia: ‘against him in the United 
< States. The administration will now have to 





continue its pressure on Panama in the hope 
that the general will eventually leave, or be 
forced out of office by Panamanians, know- 
ing that in doing so it may cause lasting dam- 
age to the Panamanian economy and stir up 
anti-Americanism. a 

The secretary of state, Mr George 
Shultz, had. delayed his departure for Hel- 
sinki, en route to the Moscow summit, in 
order to try and reach an agreement. But 
General Noriega would not sign the com- 
promise that his representatives had negoti- 
ated. “No further negotiations are contem- 
plated,” Mr Shultz said. "Our proposals are 
withdrawn.” 

The idea was that General Noriega 
would announce in a speech that he would 
resign on August 12th, the sixth anniversary 
of his appointment as. PDF commander. 
Within ten days parliament would restore 
civil and political liberties. He would st 
port the establishment of a “government 
national reconciliation” that would guaran- 
tee that the next presidential election, due 
in May 1989, was free. 

After his speech he would answer ques- 
tions. and announce that he intended to 
leave the country soon after August 12th 
and to stay out of politics. He would not re- 
turn to Panama, except for a: brief Christ- 
mas visit, until aftér-the election. The drug 
charges would be dropped immediately after 
he resigned. The agreement would be depos- 
ited with the Papal Nuncio in Panama. 

Against the odds, General Noriega has 


“managed to-keep Panama’s.ecoriomy mov- 


ing for much longer than expected, despite 
the freezing of the Panamanian govern- 
ment's bank accounts in the United States 
and other economie sanctions. Yet the sanc- 


tions are doing some damage. The general's 
bargaining power may be diminishing. 


He may, however, keep going for 
while. Some firms have brought money ir 
Panama to pay their workers. The general 





may be using part of his personal fortune to 
pay the PDF. The Canal company is paying 
its employees with dollars. The government 
is paying its employees with $50 cheques 
that are accepted by supermarkets (although 
they do not give change). And Mexico, ever 
opposed to United States intervention 
abroad, carries on supplying Panama with 
oil without demanding prompt payment. 
Banks, which had closed for lack of dollars, 
have reopened. Customers can withdraw 
25% of their current accounts or $10,000, 
whichever is the larger, over 90 days, and 
$50 from their savings accounts. 

The Reagan administration, embar- 
rassed by the failure of its sanctions, will 
have to continue its policies or become 
tougher. But it does not want to ruin Pana- 
ma’s economy. Might’ it be rescued by a 
coup? “Our information is that there are sig- 
nificant splits in the PDF," the State Depart- 
ment’s Latin American specialist, Mr Elliott 

ams, said hopefully this week. “Most in 

PDF recognise that Noriega is a burden 
on the PDF and the country that has to be 
lifted." But the general has already survived 
one coup. 

The administration's Panama policy has 
been beset with problems from the start. Mr 
Abrams has suggested several drastic actions 
to remove General Noriega from office but 


has been over-ruled in heated debate by the 


MERICA'S anti-drug campaign is in 
danger of making a fool of itself. For 
two months the country's drug-busters, 
in particular the Coast Guard, have been 
following a policy known as "zero toler- 
ance". The idea is to deter drug takers as 
well as drug salesmen by no longer turn- 
ing a blind eye to the possession of small 
imounts of drugs. Government officials 
nave been seizing cars, lorries and boats 
in which even the slightest trace of illegal 
drugs is found. 

More than 1,000 vehicles and boats 
have been confiscated since the policy 
was adopted on March 21st. Some of the 
seizures seem a bit out of proportion to 
the crime: 

@ The Ark Royal, a $2:5m yacht, was 
seized in international waters and confis- 
cated after 3 grams of marijuana were 
found on board by Coast Guard officials 
who had boarded her. None of the peo- 
ple on board was arrested. The yacht was 
released after the owner's representative 
paid $1,600 in fines and seizure fees. 

€ A woman was arrested at the Canadian 
border and had her car confiscated after 
customs officials used tweezers to extri- 
cate one-tenth of a gram of marijuana 


from her handbag. 





defence secretary, Mr Frank Carlucci, who 
worries about the risks. 

Vice-President George Bush, equally 
worried about the damage that the affair is 
doing to his standing, has picked on policy 
towards Panama to set a distance between 
himself and the president. "I won't bargain 
with drug dealers, whether on American or 
foreign soil," is his line. He has been politely 
ignored by most of the administration. His 
view is shared, however, by the federal pros- 
ecutors in Tampa and Miami who have won 
grand-jury indictments against the general, 
and who are supported by the attorney-gen- 
eral, Mr Ed Meese. 

The Senate has got a word in by approv- 
ing, by 86 votes to ten, a resolution oppos- 
ing any deal to dismiss the indictments in 
return for the general's resignation. The 
resolution was sponsored by the Republican 
minority leader, Senator Robert Dole. But 
even critics admit that the Senate has not 
offered any solution of its own. 

Through these events, the Panamanian 
people have not had much to say. General 
Noriega would not allow that. Opposition 
newspapers and some television stations 
have been closed. Demonstrations have 
been banned. Panamanians await decisions 
about their fate, knowing that whatever 
happens, they are going to be poorer. 





Degrees of zero tolerance 


e The Atlantis Il, an $80m research ship 
owned by the highly respected Woods 
Hole Oceanographic Institute, was seized 
when customs officials found traces of 
marijuana in a crew member's shaving 
kit, along with a couple of "dope" pipes. 
The vessel was returned after the insti- 
tute agreed to write a letter supporting 
the anti-drug campaign and promised to 
be more careful. 

The seizures have led to some bad 
publicity for the Reagan administration's 
anti-drug campaign. Civil libertarians 
dislike what they see as the use of sledge- 
hammers to crack nuts and it has also 
been noticed that the policy of zero toler- 
ance evidently does not extend to Gen- 
eral Noriega. 

On May 23rd the administration re- 
lented—a bit. No longer will boats be 
seized outside the 12-mile territorial limit 
if they are found to have small amounts 
of drugs on board. Only those boats 
clearly attempting to bring drugs into the 
country will be confiscated. 

But within the 12-mile limit, the 
frenzy continues. The Customs Service's 
latest suggestions include putting Amer- 
ica on an anti-drug “war footing", even 
going as far as selling “drug-war bonds". 











"- VEM ü 


AMERICAN SURVEY _ 


Massachusetts 


Home of the 
budget-balancer 


BOSTON 





Dukakis swears this isn’t 1975 


T HAS long been the boast of Governor 
Michael Dukakis that he can balance a 
government budget. “I’ve balanced nine 
budgets in nine years," he likes to say. In 
fact, on the ninth his luck has ran out. This 
year Massachusetts has a large revenue 
shortfall: something between $250m and $5 
billlion, depending on whom you believe. 
The governor and his allies insist it is of no 
great significance—that revenue forecasts 
can easily turn out to be wrong, and that the 
budget can be put right. But Massa- 
chusetts’s Republicans and conservative 
Democrats can barely suppress their glee. 
The governor's cover is blown, they say. He 
is a tax-and-spend liberal. And where 
Massachusetts opponents of Mr Dukakis 
tread, Vice-President Bush is sure to follow. 
Budget troubles are not new to the gov- 
ernor. The last time they beset him, during 
his first term in office, they defeated him. Is 
this a replay of 1975? No, says Mr Dukakis. 
The economy of the state is basically healthy 
now; this is a one-time shortfall. 

The governor's aides argue that Massa- 
chusetts is in good company: New York and 
California have similar fiscal problems. And 
they blame the current difficulty on the un- 
expected consequences of federal tax reform 
and a "glitch" in the state's own corporate 
excise-tax system. His critics have a different 
explanation: "The problem is not a revenue 
shortage. It's excessive spending," says the 
Democratic chairman of the state House of 
Representatives' taxation committee. 

Since 1983 the state budget has grown 
by more than twice the rate of inflation, say 
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the critics. They contend that more than 
5,000 new employees have been added to 
the state payroll, with numbers in the execu- 
tive branch alone growing by 18%. They 
also accuse the Dukakis administration of 


- seeking to hide its embarrassment by sleight 


of hand. Already in February, they claim, it 


was quietly withholding legally appropriated 


funds amounting to nearly a tenth of the 
budget, hoping thus to balance the books. 
Whatever the cause, at the moment rev- 
enue and spending are out of kilter. On that 
everyone agrees. What is to be done? The 


- budget must be balanced; it is the law. And 


no one wants the poor marching in the 
streets or, worse still, a tax increase, a return 


to "Taxachusetts" as the state was called in 
— Governor Dukakis's first term. 


“We are going to cut back . . . In fact, 
we're not going to cut back; we're not going 
to expand as rapidly as we had hoped to 
do," Mr Dukakis has said. He got it right the 
first time. Inevitably some programmes, and 
perhaps the executive branch, will be cut. 
Sevéral programmes due for expansion are 
already getting less than expected. 

The search is on for new revenues too, 


ideally the sort that nobody notices. The 


House has already voted to align the state 
and federal tax codes (placing new limits on 
depreciation allowances and business ex- 
penses, among other things) and to increase 
the tax on cigarettes. Debate has begun on 
other "sin" taxes: on alcoholic drinks and 
luxury entertainment, for instance. The gov- 
ernor is opposed. He would prefer to in- 
crease the fees charged by various state agen- 
cies and suggests raiding the state's 
stabilisation fund, created just a year ago. 
"That's what it's for," he argues. "What do 
you have reserves for but to dip into them 
from time to time when unexpected things 
happen?" His critics reply that the "rainy 
day fund" was meant to help only in a reces- 
sion. Where's the recession? they ask. 

The governor's office has also proposed 
using cash reserves to make up revenues. 
The repair of state buildings and other 
projects would in turn be paid for by state 
bonds rather than cash. But the chairman of 
the House committee on ways and means, a 
loyal Democrat, has already expressed con- 
cern over existing levels of debt service. 

Mr Dukakis suggests he welcomes the 
crunch as a chance to show his stuff. But his 
nationally advertised hands-on managerial 
capabilities may not be much on display. 
The skills of the legislature may be more evi- 
dent. The leaders of the legislature have no 
wish to hand Mr Bush ammunition. While 
the governor has been on the road, they 
have been taking charge. They fixed up a 
universal health-care bill, and will fix up the 
budget too—until November at least. By 
then Mr Dukakis may have a new job, and 
the legislators will have put their own elec- 
tions behind them. 
re xxu ——— A coc——————— M o] 
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San Francisco 


Agnos agonises 


SAN FRANCISCO 


HE new mayor of San Francisco, Mr 

Art Agnos, spent his first few months in 
office brooding. A serious fellow, he was un- 
enthusiastic about such popular local causes 
as a new ballpark or a bid to play host to 
future Olympics: His inclinations were to do 
something for the 4096 of the city's popula- 
tion classified as minorities—blacks, His- 
panics, Asians. They had helped to elect 
him last December and, as recent events in 
San Francisco have shown, have had cause 
to expect some help in return. But they have 
had to compete for the mayor's attention 
with the city's budget, now sporting a deficit 
of $180m. To reduce it, Mr Agnos has de- 
cided to hire no new city employees until the 
workforce is cut by at least 400, perhaps by 
as many as 1,000. 

The mayor argues that, with 27,000 em- 
ployees serving. 749,000 people, San Fran- 
cisco has a higher ratio of public servants to 
population than any city in the west. Yet the 
cuts are bound to hurt minorities, by reduc- 
ing both services and job opportunities. The 
exact size of the cuts will partly depend on 
whether the voters give their approval to a 
tax increase on June 7th. If so, Mr Agnos 
will spare the fire and police departments 
from the axe. 

The fire department is of particular con- 
cern to him. The city's firemen are good at 
putting out fires but bad at hiring black col- 
leagues. Last: November, after long litiga- 
tion, the city and civil-rights groups agreed 
on a goal for promotion and hiring. The 
agreement was fiercely opposed by the local 
firemen's union. 

In January, a few days after Mr Agnos 
was inaugurated, there was a series of ugly 
incidents. A black fireman was erased from 
a photograph of firemen honoured for brav- 
ery. A swastika was drawn on a station that 
included a black, an Asian and a Jewish fire- 
man. A long-serving fireman, Mr Frederick 
Postel, the acting deputy chief for opera- 
tions, was roughed up by fellow firemen in a 
bar, apparently because of his readiness to 
train women and minorities. 

These incidents were brought before 
Judge Marilyn Patel, of the federal district 
court. She denounced the department as 
"out of control" and threatened jail and 
fines if discrimination is not curbed. The 
chief fireman, Mr Edward Phipps, promptly 
resigned, putting the department’s future in 
Mr Agnos's hands. 

Mr Agnos came under pressure to ap- 
point a black fire chief. He declined to do so. 
But he did promote Mr Postel to be the new 
chief, and Mr Postel has promised to open 
the fire stations to women and to minorities. 
The mayor's new appointments to the city's 
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Smile and hiring both frozen 


fire commission, which has authority over 
the department, are supposed to ensure that 
the fire chief keeps his word. The commis- 
sion's president is Mr James Jefferson, a 
property developer who heads the Black 
Chamber of Commerce. He is supported by 
members who are. concerned with. civil- 
rights, anti-poverty and lesbian issues. 

Concerned, yes. But all the king's 
horses and all the king’s men will not be able 
to see that members of minority groups are 
hired if there is a freeze on hiring in the fire 
department. Mr Agnos is campaigning hard 
for the tax increase to extract him from his 
dilemma. 





Chicago 


Whose kind of 
town? 


CHICAGO 


N ANY other city, reporters would have 

been expected to ask Mr Shimon Peres, 
Israel's foreign minister, about violence in 
the Middle East and Palestinian unrest. Not 
in Chicago. When Mr Peres met the press 
on a visit to the city on May 12th the first 
questioner sought his reaction to a more pa- 
rochial matter, the “Cokely affair". 

Cokely is Mr Steve Cokely, a black aide 
to Chicago's black mayor, Mr Eugene Saw- 
yer. The previous week it had been revealed 
that for three years Mr Cokely had been 
casting slurs on Jews and Christians in lec- 
tures to followers of Mr Louis Farrakhan, 
the black nationalist head of the Nation of 
Islam. It was a measure of the controversy's 
impact that Mr Peres already knew of it. 

During the lectures, which were taped, 
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Mr Cokely denounced Israel as a “wicked 
beast" conspiring to control the world, said 
that Jewish doctors were injecting black ba- 
bies with the AIDS virus, and called the cruci- 
fix “a symbol of white supremacy”. It took 
Mr Sawyer five days to come to a decision to 
fire his aide after being approached privately 
by Jewish leaders, and he acted only after the 
story had become public. The city, with 
roughly as many blacks as whites, furiously 
debated such matters as the mayor's vacilla- 
tion, whether Mr Cokely's right to free 
speech had been violated, whether the 
mayor had acted rashly or under Zionist 
intimidation, and so on. 

At about the time of Mr Peres's visit, a 
second controversy broke, dwarfing even 
the Cokely affair. Five black aldermen com- 
mandeered several city policemen and 
marched into Chicago's world-renowned 
Art Institute, demanding the removal of a 
satirical painting which was on private dis- 

ty in a section closed to the public. The 

inting, "Mirth and Girth" by Mr David 
Nelson, depicted Chicago's first black 
mayor, the late Harold Washington, clad in 
women's underwear. When officials refused 
to take down the painting without Mr Nel- 
son's permission, the police confiscated it. 
When the painting was released three days 
later, it had a large gash across it, leading to 
a suit against the city on Mr Nelson's behalf 
by the American Civil Liberties Union. 

Again, the city erupted in a heated de- 
bate. An untrue rumour spread. among 
blacks that Mr Nelson was Jewish, a sup- 
posed explanation for his desecration of the 
memory of a black political hero. A chorus 
arose among blacks and whites alike that the 
Art Institute had been to blame for 
recognising as art something that was not.— 
a curious argument, suggesting that Ameri- 
can constitutional protections against un- 
lawful search and seizure cover only items of 
7-*jstic merit. 

The city council threatened to cut off 
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money for the institute. An alderwoman 
threatened to spray paint over the painting 
if it reappeared. A local householder said he 
would shoot anyone who tried to remove 
any painting he might choose to hang on 
private property outside his home. And the 
president of a black self-help organisation 
proposed that vigilantes should examine all 
paintings in the Art Institute and demand 
the removal of those they did not like. The 
directors of the institute took out advertise- 
ments in Chicago's two main newspapers 
apologising for insensitivity to blacks: and 
promising preferment programmes to in- 
crease the numbers of black students (a 
seemingly unrelated issue). The directors 
were denounced by student groups and pa- 
trons of the arts for failing so cravenly to de- 
fend artists’ rights of self-expression. 

As for Mayor Sawyer, he has appointed 
an inter-racial, inter-faith commission to try 
to reduce tensions and mend black-Jewish 
relations. It faces a formidable task. 





Rubbish 


Burning question 


WASHINGTON, DC 


N ONE corner of the American economy 

supply is steadily exceeding demand: gar- 
bage production. Americans are churning 
out rubbish at the rate of 200m tons a year, 
and they are voting and demonstrating not 
to have that same rubbish dumped or burnt 
anywhere near them. An environmentalist, 
nowadays, is somebody who campaigns 
against municipal incinerators and landfill 
dumps. His legacy includes the bargefuls of 
American rubbish now being offered 
around the world to anybody who will buy 
them. 

Well supplied with land and reliant 
largely on private enterprise to get rid of its 
rubbish, America has for a long time taken 
the cheapest option in waste disposal: 9096 
of its rubbish is simply dumped in landfill 
sites and buried. But landfill sites are filling 
up; a third have closed since. 1980. More 
than half the cities on the east coast will ex- 
haust their sites by 1990. In New York 14 
sites have closed in the past ten years. All of 
Seattle's sites will soon be full 

The first effect of this squeeze is that the 
price of disposal has begun to. take off. In 


Minneapolis the cost has risen sixfold in six , 


years. In California it is expected to hit $1 
billion before the end of the decade. The 
Tesidents of northern New Jersey are paying 
up to ten times as much for the removal of 
their rubbish as they did a year ago. New Jer- 
sey and Pennsylvania bribe local residents to 
accept landfills nearby. Desperate cities are 


- shipping the waste across state lines and in 


some instances sending it abroad. It is rarely 
welcome. A notorious barge, the Mobro, 
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with its tug Break of Dawn, spent two 
months in 1987 hawking a pile of 3,100 tons 
of best New York rubbish around the Carib- 
bean before returning home with it. 

New Yorkers throw out nine times their 
weight in rubbish each year. The city puts 
most of the 24,000 tons of waste it produces 
each day into a landfill at Fresh Kills on 
Staten Island, the largest dump in the world. 
It generates 5m cubic feet of methane a year, 
enough to heat 50,000 houses and, at the 
rate it is growing, will soon be the highest 
hill on the east coast south of Maine. But 
Fresh Kills is rapidly filling up and is already 
breaking all sorts of environmental regula- 
tions by exuding contaminated water. The 
city has no new site to replace it. The only 
answer other than recycling (on which the 
mayor proposes to spend $25m next year, 
compared with $4m this year), it says, is to 
build an incinerator in each of New York's 
five boroughs at a cost of $3 billion a year. 
The incinerators would take 7096 of New 
York's waste. 

Other cities are already investing in in- 
cinerators. They have obvious attractions. 
They reduce the waste to ash and thus cut its 
volume by nine-tenths. And they produce 
heat and steam, which can be used to gener- 
ate electricity. Several companies have made 
steady profits from operating incinerators, 
making money at both ends: charging cities 
for the rubbish they burn and charging utili- 
ties to take the power they generate (which 
the utilities must by law). About 70 such 
plants are in operation, 20 are under con- 
struction and 100 more are planned. 

Yet less than 596 of America's waste is 
burnt. Cities have discovered that inciner- 
ators are much more unpopular even than 
landfills. They put out several nasty pollut- 
ants including hydrogen chloride and, 
worse, dioxin. The pollutants can be dealt 
with by fitting scrubbers, but only at a cost 
that forces their operators to add at least a 
half again to the price they charge to burn 
the waste (about $30 a ton). Unless obliged 
to, few incinerators do fit scrubbers. 

The result is local fury when a plant is 
built or planned. Not in my back yard, cry 
the locals. Residents of Los Angeles have 





- prevented any being built in their city. In 


Massachusetts, Governor Michael Dukakis 
has earned the wrath of environmentalists 
through his support of incineration. Massa- 
chusetts has ten plants in operation and 
eight planned, which will be enough to burn 
half the state's rubbish. But the president of 
the state Senate, Mr William Bulger, has 
forced Boston to back down from its plan to 
place a big incinerator near the city. The 
state, taking the hint, has now offered Bos- 
ton incentives to build a recycling plant 
instead. 

Philadelphia has learned another les- 
son. Because the ash from incinerators may 
contain dioxins and heavy metals, it cannot 
be put into normal landfills. (The Environ- 
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WASHINGTON, DC 


IKE many modern buildings, the head- 
quarters of the Environmental Pro- 
tection Agency (EPA) in Washington, DC, 
has windows that cannot be opened. An 
increasing number of the agency's em- 
ployees have been suffering from nausea, 
dizziness, sore throats and skin rashes, all 
of which clear up at the weekend. The 
EPA, it seems, occupies what scientists 
have come to call a "sick building". In or- 
der to find out more about such buildings, 
and treatments for the sicknesses they 
cause, the Senate environment sub- 
committee has passed a bill instructing 
the EPA to undertake a study. Physician, 
heal thyself. 

The more buildings breathe, the more 
of their heating or cooling goes to waste. 
When energy prices rose after 1973, it be- 
came patriotic to cut demand for oil by 
reducing the amount of air taken in from 
outside. But the less fresh air that is taken 
in, the more people have to breathe each 
other's germs, dust, fumes, pesticides and 
moulds. The World Health Organisation 
has reported on the hazards of sealed 
buildings, pointing out that many seem to 
make people ill. Yet only in 1981 did the 
American Society of Heating, Refrigera- 
tion and Air Conditioning seta standard 
for the minimum amount of fresh air that 
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mental Protection Agency, to which every- 


body is looking for a decision on just how 


dangerous the ash is, has only just woken up 
to its task, and has appointed a task force; 
expect no lead from that quarter for a 
while.) So Philadelphia has been hawking 


.. 28,000 tons of its ash around the Caribbean 


peer 


- ation's foes, in Boston and elsewhere. 


for the past year and a half..One of the two 
barges that carries the ash, the Khian Sea, 
has returned to base, having got rid of only a 

uarter of its cargo on Haiti, before 
the authorities there sent it away. The 
other, the Bark, is still at sea. The 


message has not been lost on inciner- 


The answer, say these foes, is less 
rubbish and more recycling. Ameri- 
cans, they say, are too addicted to dis- 
posal and too idle to reduce the 
amount of rubbish they produce 
(they generate at least twice as much* 
waste per head as Japanese and Euro- 
peans). Waste will have to be sorted 
to retrieve the paper, glass and ... 
aluminium before it is thrown away. 
One way to cut the amount generated 
would be to charge people in propor- 
tion to the amount they throw out. It 
has been suggested that full rubbish 
bags should carry stamps, like postage 
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It’s even fruitier xum: Coribbped 


Of sick buildings and bureaucrats 


should circulate in a building, and even 
that was voluntary. 

Lack of fresh air is not the only cause 
of trouble. Many buildings contain ma- 
terials that should never have been al- 
lowed in—to kill cockroaches or glue 
down carpets, for example. Sometimes air 
intakes are found to be right next to rub- 
bish bins, or nicely placed to take in traffic 
fumes. 

For some reason Washington seems es- 
pecially affected. The National Institute 
for Occupational Safety and Health, 
which haga watching brief over federal 
buildings, readily admits to it. In order to 
save money, it says, building engineers 
turn off fresh-air vents. The offices that 
housed the assistant secretary of health 
and his staff had to be closed a few years 
ago because of polluted air. Investigations 
revealed that one vent system ran over a 
pool of stagnant water, where it picked up 
all sotts of fumes and bugs. 

So far, the federal government has 
been more absorbed by a few notorious 
pollutants such as radon and asbestos 
than by bugs in buildings. That may 
change, if the Senate subcommittee gets 
its way and ensures that $49.5m is spent 
on research over the next four years (the 
EPA is to spend just $300,000 on indoor- 


stamps on letters. 
The Japanese recycle more than half 
their ‘waste paper. The Germans reycle 


nearly 4096 of their glass. Both countries re- 
trieve a third of their aluminium cans. The 
Amerians retrieve only 28% of their 
aluminium, 2796 of their paper.and 1096 of 
their glass. (The British are almost as waste- 
ful as- the Americans.) The amount of 
aluminium saved from the grave in the ten 
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air pollution problems this year). 

But lawyers may catch builders' atten- 
tion before the government does. In Santa 
Barbara a plaintiff recently sued 200 de- 
fendants—including an architect, a build- 
ing contractor, a ventilation engineer and 
the makers of such products as floor tiles, 
glue and carpets—claiming that his health 
had been injured by the air in which he 
worked. The suit was settled for $700,000, 
a sum big enough to make others want to 
match it. A newsletter called Indoor Air 
Pollution is now being published, a sure 
sign of a boom market. Developers are 
hiring indoor-pollution testers to fend off 
lawsuits and to be able to claim they have 
erected a "healthy" building. 








largest OECD economies itself saves the need 
for five large power plants, which would oth- 
erwise be needed to make extra aluminium. 
Yet Americans can be induced to recycle. In 
parts of California and New Jersey, up to a 
quarter of the waste is recycled already, en- 
couraged by laws that require the separati~~ 
of newspaper, glass and aluminium cans. 
similar law, to come into full force in 1994, 
was passed in New York last month. 

However, recycling makes little 
sense in a free market. The revenues 

| from the sale of recycled material sim- 

i- ply will not pay the cost of collecting 

' the metal, glass and paper saved. A 
subsidy is needed. Such a subsidy can 
still be a net gain to the taxpayer, if it 
works out cheaper than would the 
cost of disposing of the recycled rub- 
bish by the old means. It costs alto- 
gether $40-60 a ton to bury the stuff, 

- and $70-120 a ton to burn it. That 
makes recycled rubbish worth at least 
$40 a ton in public subsidies to the 
buyers of recycled material. 

Even with subsidies, many be- 
lieve that recycling would quickly glut 
its markets or force the producers of 
fresh glass, paper and aluminium out 
of business. In some places, including 








Half boring, 
wholly 
successful 


Mint sputo Shares, 
August 1995 
The boring part of Mint Guaranteed Ltd. is the copital 
protection. About half your money is invested. in stripped US 
Treasury Bonds, designed to achieve return of the initial investment 


after seven years. With that secure, you can afford to have some 
excitement. 


SUCCESS 

The rest of your money goes into a managed futures 
portfolio, managed by New York based MIMC, who have proved 
so outstandingly successful in recent years. This portfolio can make 
gains in both rising and falling markets so it is the perfect balance 
to equity investments in today's uncertain world. The Funds under 
management by MIMC, which include Mint Guaranteed Lid., have 
dn average composite annua growth of 28. 955in US dollars since 
1st April, 1981. 
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Mint Guaranteed. Lid. is sponsored by. ED&F Man 
International Ltd. of London and it is advised on ifs trading policies 
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in volatile markets, and limit risk to no more than 1% of a clients 
investment when entering any one contract market. 
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analyse trends on world markets. Their disciplines preclude trading = 


The result is a bland of the high gearing and opportunity l 
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The Benchmark Premier account offers a London ba 
account, paving high rates of interest without deduction of 
tax, to non-UK residents, We issue vou with a personal cheque 
book so you can make use of your funds whenever you w ish. 
The minimum transaction is £25 

The more you deposit, the more vou earn. The minimum 
balance is ; ces - £10,000 earn Premier Plus 

0 earn the top rate of 


; sare quoted daily in 
cial Times. 
coupon todas, $0 We Car 
send you an application fe ; 
by return. GROSS 
INTEREST RATES 
E. £20,000-4- 8.5096 
£10,000-- 8.2596 
x s E 2,500+ 8.00% 
Bates correct at time of: 
going to press and 


mae flactuate. 
EX 








| To: Overseas Deposits Department, Benchmark Bank PLC, | 
Henrietta House, Henrietta Place, London WIM 9AG, UK. k 
l Telephone: 01-631 3313, l 5 
| Please send mea Premier Accoüntapplicatión form, | v 
| l 

l 


NAMI 


ADDRESS 


| 
T ic BENCHMARK BANK PLC 
Eca D 


s—— À— i Re n sian min RN aa He ee ME 











"eo d 
Cui | B 
t ii 


5 . AMERICAN SURVEY 

Washington, pc, the bottle industry has 
-successfully fought off attempts to pass recy- 
— cling laws, arguing that they would force old 
ladies to drag huge burdens to bottle dumps. 
. Even if the environmentalists achieved their 
goal of recycling more than half of Ameri- 
; ca's waste, the problem of disposing of the 
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The little research school that could 


PASADENA 


REAT treasures sometimes come in 
small packages. The California Insti- 
tute of Technology may well qualify as the 
crown jewel of America's research insti- 
tutes. The university in Pasadena, ten 
miles east of Los Angeles, with just 850 
undergraduates and about 1,000 graduate 
students, is tiny by American standards, 
yet it claims 21 Nobel prize-winners 
among its faculty and former students. 
Caltech, as it is known, is. also the 


home of some of the great discoveries in . 


the history of science. It was there that 
Thomas Hunt Morgan fixed the role of 
genes in heredity and Linus Pauling dis- 
covered: what holds molecules together. 
The institute also has an enviable reputa- 
tion in physics, astronomy, geology and 
biology: despite its name, its strength is 
pure science rather than applied technol- 
ogy. Its endowment of $400m makes it 


.much richer than large institutions such 


as Ohio State University, which has 


~ 54,000 students and a $225m endow- 


ment. Yet Caltech is only a fifth the size of 
its east-coast rival, the Massachusetts In- 


stitute of Technology, and not nearly as. 


well known. 
All its achievements, however, are not 


enough for Mr Thomas Everhart, who be- 


came the university's new president last 
September. A former chancellor of the 
University of Illinois, Mr Everhart wants 
Caltech to be the standard-bearer for ex- 
cellence in scientific research of all kinds. 
He plans to strengthen the university even 
more by filling teaching posts only with 
scholars who are both world-class and bet- 
ter than their predecessors. He also wants 
America's most promising high-school 
scientists to come to Caltech. 

Mr Everhart comes to the job with his 
own high reputation in physics. As a doc- 
toral student at Cambridge University in 
England during the 1950s, he was one of 
the first collaborators with Sir Charles 
Oatley, the father of scanning electron 
microscopy. 

Caltech churns out future prize-win- 
ners because it can attract brilliant stu- 
dents. Two-thirds of its undergraduates 
have achieved maximum scores of 800 on 
the maths part of the national college en- 
trance exams. Two of every ten students 
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other half would not go away. The economi- 
cal Japanese still burn a third of their 
rubbish. . 

The only- hope of an easy way out is a 
new technology. In Pompano Beach, Flor- 
ida, a plant will soon open that will turn rub- 
bish into compost. About 100 small com- 


were class valedictorians (the brightest in 
their class at school). The school performs 
better than any other in America in the 
proportion of undergraduates (about 
3996) who go on to earn doctoral degrees 
in the sciences. Even so, many do not. 


Caltech is so demanding that a quarter of 


its undergraduates drop out to take their 
degrees elsewhere. And a third of those 
who do graduate from Caltech take more 
than four years to get through. 

An unusual morality pervades student 
life. Students enforce an "honour code" 
designed, among other things, to stop 
cheating in exams. Those living in dormi- 
tories on campus rarely lock their doors. 





No little old lady in Pasadena 


Some students are given keys to campus 
buildings so that they can study at odd 
hours of the night, Caltech bristles, how- 
ever, at the suggestion that it specialises in 
turning out priggish nerds, interested 
only in science. All students have to take 
courses in the humanities and social sci- 
ences to round them out while they pon- 
der the theories of Newton and Einstein. 
About 80% take part in extracurricular 
activities. 

The students could be forgiven for be- 
ing overawed by their teachers. The pro- 
portion of the faculty elected to the Na- 


tional Academy of Science and the Na- 
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posting plants are already at work in France, 
producing 800,000 tons a year. The idea is 
to shred, sterilise and seed the waste with 
bacteria, which then ferment it into a rich, 
~~ compost that is superior to average 
soil. 





tional Academy of Engineering is higher 
at Caltech than from any other university. 
Twenty-one ex-students and faculty mem- 
bers have received the National Medal of 
Science for contributions to science and 
engineering. And Caltech staff must be as 
committed to teaching as to research. 

Little emphasis is placed on applying 
research commercially. Some professors 
moonlight as consultants, but they are not 
encouraged to do so, as are their counter- 
parts at MIT and Stanford. So Caltech has 
not spawned high-tech companies in the 
way that MIT helped to spawn them along 
Boston's Route 128 and Stanford helped 
to spawn them in Silicon Valley. It re- 
mains an ivory tower of pure research. 

Caltech began as the Throop Polytech- 
nic Institute in 1891. It was founded by 
Amos Throop, a Universalist lay minister, 
who endowed it with $200,000. It became 
known as the California Institute of Tech- 
nology in 1920. It soon attracted Robert 
Millikan (a University of Chicago physi- 
cist and the man who first measured the 
charge of an electron), George Ellery Hale 
(an astrophysicist who built the Mount 
Wilson and Palomar Observatories) and 
Arthur Moyes, a chemist who had been 
acting president of mit. Millikan put 
Caltech on the map when he won the No- 
bel prize for physics in 1923, a first for an 
American. That drew scientists such as 
Robert Oppenheimer, the future head of 
the Manhattan Project. In 1931 Albert 
Einstein came to Caltech, ushering in an 
era of prominence for the institute. In the 
1950s and 1960s, much of the work of 
cracking the genetic code was done at 
Caltech. 

Caltech’s influence on the world today 
is perhaps felt most in astronomy. The 
university's tradition in this field was 
started by Theodor von Karman, who de- 
veloped some of the principles of jet flight. 
Caltech now manages NASA’s Jet Propul- 
sion Laboratory, and its scientists have 
contributed to the design of America’s 
unmanned space vehicles. The university 
also operates the Palomar Observatory, 
which has one of the largest telescopes in 
the world. To stake a claim for world 
prominence in astronomy, Caltech is 
working with the University of California 
at Berkeley to build the world’s largest op- 
tical telescope, four times more powerful 
than the one at Palomar. Despite its small 


size, Caltech is still thinking big. 
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Meet Mikhail Gorbachev's 
pariah diplomacy. 


OW here’s a thing. The British foreign 

secretary, Sir Geoffrey Howe, gives’a 
speech in the middle of May explaining Brit- 
ain's opposition. to economic: sanctions 
against South Africa. Too often, he says, the 
South Africa portrayed overseas is “a carica- 
ture, not;a living image of a multi-faceted, 
dynamic, extremely complex and confused 


ality.” Sir Geoffrey's own. words? Notat 
Ir he is quoting, with approval, the views of | 


Mr Boris Asoyan, the head of the So- 
viet diplomatic mission in Lesotho, a 

landlocked little country surrounded 
by South Africa. 

It seems odd that a British foreign 
secretary should applaud Russian atti- 
tudes to South Africa. But the Soviet 
view of South Africa, like its view-of 
Israel, is changing. Brezhnev's Russia 
saw the close relations between the 
West and these two countries as an 
opportunity. Through: -unflinching 
hostility towards the Israelis «and 
South Africans, he hoped to. add to 
Russia's stock of friendships in Africa 
and the Middle East. The Russia of 
Mt Mikhail Gorbachev now looks as 
disenchanted: with this policy as- it 
does with.so many other aspects of its 
Brechney inheritance. - 






emer are Russia's ec 
he Middle East. Angola and 
pped in ruinous civil wars, 
way from Marxist poli- 
‘cies and are now desperate for an accommo 
dation with their. powerful South African 
neighbour. 


abs and Africans: 






t Over. the past. two years. the Savie 


Union ‘has been broadening: its contac 
with Israel. The Russians are not yet 





to renew the diplomatic relations they broke ~ 
of during the six-day war of 1967, but a So- 


A superpower with neither > 
representation nor influence in Pretoria or ` 
Jerusalem has little to offer beleaguered Ar 


dy. 


viet consular delegation. has been in Israel 
since last July. The Russians dismiss specula- 
tion that this is a first step towards the re- 
sumption of diplomatic relations: the dele- 
gation, they say, is just looking after Russian 
property in Israel. Still, it keeps putting off 
its return to Moscow, The number of exit 
visas granted to Soviet. Jews has grown and 
most of the prominent refuseniks have been 
allowed to emigrate to Israel; In January the 


Russians agreed to receive'an Israeli con- 
sular delegation in: Moscow: The visit is ex- 
pected to take place soon after this week’ s 
Soviet-American summit, 

The Russians have no objection to bad 
in. itself—provided it is an Israel inside 
„smaller borders. They do have a quarrel 

with apartheid. But they have long kept up 
^contact with the South African firms that 
control the world's diamond. market and 
^ dominate sales of new gold. Now they have 
started low-level contacts. with South Afti- 
ca's ruling whites. Those ambassadorial 
views about the- "complexity" of the South 








African predicament are a good example 
They were contained in a lecture which. M. 
Asoyan gave in Lesotho to a.large group ol 
visiting white Afrikaners: from Johannes 
burg's Rand Afrikaans University. Unusu-: 
ally, the initiative for the meeting came from. 
the Soviet embassy. 

Where «diplomatic contacts would b 
too. sensitive, the Russians encourage aca 
demic contacts in their place. Last year Mr 
Philip. Nel, director of the Institute for.So- 
viet Studies at South Africa's University o 
Stellenbosch, was allowed to visit Moscov 
and to meet Soviet officials and academics 
Sovietologists in South. Africa detect 
change in recent Soviet writing about th 
country, in Russian as well as English. It is 
general a little less hostile to South: Afric 
. and a little more realistic about whit 
-staying-power. In 1986, for example 
- ^."a member of the Soviet Union's Af 

“= fica Institute, Mr Gleb Starushenko 
mooted the idea of "comprehensiv 
` guarantees for the white population’ 

and«special constitutional arrange- 
ments calculated to allay white fears. 
Ín the case of Israel, too, Russians 

ate being encouraged to see the other 
side's point of view. One tactic is the 
use of readers’ letters to newspapers. 
One letter published in New’ Time 
suggested that the war of 1967 might: 
never-have taken place if the Arabs: 
had recognised Israel. Another cor 
respondent quickly put things right, 
but the idea.that the Arab-Israeli dis- 
^ pute. might be another of thos 
"multi-faceted" realities had at least 
been planted in readers’ minds; Syr- 
ia's President Hafez Assad. and Mi 

Yasser, Arafat of the Palestine Libera- 

tion: Organisation have both been 
told, during recent visits to Moscow, 
that the absence of Soviet relations 
with Israel is an anomaly. 
The Russians are enduring be- 
lievers in cultural diplomacy. In t 
cent years Soviet artistic troupes have 
played to packed audiences in Israel; and Ra- 
dio Moscow has for.more than a year been: 
beaming an Afrikaans-language programme 
to South Africa. A group of South African 
journalists will soon be visiting the Soviet: 
Union. Soviet four-wheel-drive vehicles, 
Russian hunting guns and Russian rasp- 
berry. jam have recently gone on sale in 
South Africa. The South African foreign 
ministry has noticed the change in Moscow: 
it reciprocated recently by setting up its first- 
ever Soviet desk. 

Raspberry-jam.diplomacy has its idit 

On the*big issues, Russian policies. have 


opos 
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changed a little less than appearances sug- 
gest. The Soviet Union is still demanding a 
bigger role for itself as the price for attend- 
ing an Arab-Israeli peace conference. There 
is no hint of the Russians abandoning their 
support for the guerrillas of the African Na- 
tional Congress or of the PLO. They are still 
being fairly tough with the Americans in 
talks over Angola. But the Russians are at 
least holding out to both Israel and South 
Africa a tantalising possibility of what the 
Americans once called “‘constructive en- 
gagement”. In the eyes of lonely countries, 
that is a seductive enough change in itself. 





Pressing charges 


FROM OUR ISRAEL CORRESPONDENT 


EW Israelis noticed when Derekh 

Hanitzotz ("Way of the Spark"), a small 
left-wing newspaper published by a fringe 
Jewish-Arab Trotskyist organisation, was 
quietly closed down by the authorities in 
February. Those who did were worried. A 
close eye has long been kept on the Palestin- 
ian press in the occupied territories; since 
the Palestinian uprising broke out last De- 
cember the watch has grown fiercer. But for 
an Israeli newspaper such treatment was 
unprecedented. 

In the past month all six members of 
Derekh Hanitzotz's editorial staff —five Jews 
and one Arab—have been arrested. After 
weeks of rumours and deliberate leaks, the 
authorities released one of the Israelis and 
charged the other four with membership of 
the illegal Democratic Front for the Libera- 
tion of Palestine. This small but radical part 
of the Palestine Liberation Organisation be- 
lieves in dialogue with Israeli "progressive 
forces" as well as violent attacks against Is- 
rael. Charges have not yet been brought 
against the newspaper's Arab journalist. 

The Derekh Hanitzotz affair shows all 
the signs of becoming another of Israel's cel- 
ebrated security cases. The journalists are 
middle-class radicals dedicated to the cause 
of an Israeli-Palestinian peace, which they 
see as a necessary prelude to revolution. 
They are politically unimportant. But clos- 
ing down newspapers does not square well 
with Israel's claim to be the only democracy 
in the Middle East. The Shin Bet security 
service, which is in charge of the case, will be 
asked to show that its secret evidence is 
credible and has not been obtained by illegal 
means. The defendants were denied access 
to their lawyer for longer than is normally 
permitted. They claim to have been told 
that an Arab prisoner would be tortured if 
they did not confess. 

Derekh Hanitzotz has not been the only 
Israeli newspaper to suffer during the recent 
period of unrest. In March the Arabic-lan- 
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EN it comes to naming laws, the 
South Africans have a gift for find- 
ing le mot injuste. The "Extension of 
University Education Act” was a notori- 
ous example: it barred black students 
from white universities and confined 
them to a handful of tribal colleges with 
precious little money. Now meet the 
"Promotion of Orderly Politics Bill". If 
this bill became law it would stop 
organisations and individuals whose ac- 
tivities are deemed "political" from re- 
ceiving money from abroad. 

What, in South Africa, is unpolitical? 
On one estimate, at least 80 anti-apart- 
heid groups, which between them re- 
ceive about $60m from abroad, would be 
cut off. They range from legal-aid groups 
to church organisations which subsist on 
the help they get from sister congrega- 
tions abroad, But the language in the bill 
is hopelessly, and probably deliberately, 
vague. Like outspoken newspapers and 
trade unions, none of the organisations 
will be sure if the boot is coming until 
they feel it land. 

Many foreign governments which do 
not support economic sanctions against 
South Africa show their disapproval of 











The don’t-you-be-so-cheeky act 


apartheid by giving money to black 
organisations inside South Africa. If do- 
nations are blocked, the pressure for 
more sanctions will.grow. The American 
Congress, which sent $22m last year to 
black groups, is considering a new batch 
of sanctions much tougher than those it 
imposed in October 1986. The Foreign 
Affairs Committee of the House of Rep- 
resentatives wants nearly all trade and in- 
vestment in South Africa banned by the 
end of the year. The Senate and the pres- 
ident will cool the House's ardour; but 
some new sanctions are probable. 

The chief of the aid-not-sanctions 
group is Britain. It plans to give £21m in 
direct aid over the five years from 1987, 
mostly for black scholarships; and it con- 
tributes about £3m a year to the Euro- 
pean Community's aid fund. On May 
23rd a group of South African church 
notables began a tour of European capi- 
tals by meeting Britain's foreign secretary 
in London. They urged louder protest 
and a tightening of sanctions. Their 
pleading is probably in vain: Britain de- 
plores the threatened legislation, but ex- 
pects that the scholarships it pays for will 
escape unscathed. 








guage Al-Ittihad, the Communist party 
daily, was closed down for a week before the 
annual “Land Day” protests by Arab citi- 
zens of Israel. Liberal Israelis have been say- 
ing for years that the effects of their coun- 
try's occupation of the territories captured 
in 1967 would eventually spill across the pre- 
1967 border into Israel proper. 


All the news that's fit to print? 


What is happening inside Israel is still 
modest compared to what has been happen- 
ing to the press and pressmen in the West 
Bank and Gaza Strip. Newspapers there are 
openly partisan. Despite the severe restric- 
tions of military censorship they have made 
clear their support of the Palestinian cause. 
At least 33 Arab journalists have been ar- 





THE ECONOMIST MAY 28 1988 








B bi 
‘ Di í 





rested or detained without trial since the up- 
rising began. Some are no more than tip- 
sters whose ability to supply fast and 
accurate information from remote areas un- 
der army curfew has made them invaluable 
to both foreign and Israeli journalists. 

The Palestine Press Services of east Jeru- 
salem—theoretically protected by the Israeli 
law that governs the city—have been closed 
down. So has Al-Awda, a weekly magazine 
published in Arabic and English. Three of 
the four Arabic dailies published in the city 
have been regularly banned from the West 
Bank and Gaza; only the pro-Jordanian An- 
Nahar has been unaffected. 

Israeli officials have been arguing re- 
cently that the uprising is waning as it ap- 
proaches the end of its sixth month. But, as 
West Bank kindergartens and primary 
schools opened after a 20-week closure, the 
respected Hebrew daily Haaretz reported 
that a school in Nablus had been badly dam- 

ged by the soldiers who had been using it as 
a base. The army announced that it was in- 
vestigating both that incident and others. 
The pen may not be mightier than the ba- 
ton, but even under military occupation it 
has its part to play. 





Guatemala 


Five years, please 


HE failed coup in Guatemala on May 
11th may have been the latest result of 
the collapse of President Reagan's Central 
America policy. Guatemala's President 
Vinicio Cerezo has charged eight civilians 
with sedition and closed a television station 
which broadcast a discussion apparently 
sympathetic to the plotters. His loyal de- 
fence minister, General Hector Gramajo, 
has ordered the arrest of five colonels and a 
ajor. The general's support should keep 
Mr Cerezo, whose election in January 1986 
ended nearly 20 years of military rule, se- 
curely in power for the rest of his five-year 
term. 

The would-be coupsters were right- 
wingers whose distrust of the president may 
run wider than their own little circle. After 
taking office, Mr Cerezo endeared himself 
to the hard men in his army by leaving them 
to fight the war against the country's left- 
wing guerrillas as brutally as they chose. 
Since last September, however, his govern- 
ment has moved leftwards, holding talks 
with the guerrillas, proposing higher taxes 
for the rich and signing a price-and-wage- 
control pact with the trade unions. 

The suspicions of the right were height- 
ened by Mr Cerezo's foreign policy. He had 
moved slightly closer to his Mexican neigh- 
bouts, whom rightists suspect of supporting 
Guatemala's rebels. The Mexican airline of- 
fice in Guatemala City was bombed in pre- 
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Cerezo’s the one on the left, now 


sumed retaliation. When he allowed the So- 
viet and Cuban news agencies to open 
offices in the capital, the Soviet one was the 
target of a bomb. He obliged Nicaragua’s 
Sandinist government by rescheduling its 
$211m debt to Guatemala over 15 years. His 
wife went to a health conference in Cuba. 
The attempted coup may clip’ his wings. He 
has already postponed a planned meeting 
with the rebels, and the new tax proposals 
may be quietly forgotten. 

The coup attempt has worried Mexico's 


President Miguel de la Madrid, who rolled 


out the red carpet for Mr Cerezo's visit ear- 
lier this year. Mexico's government likes to 
voice left-wing sentiments, and disliked the 
generals who used to run its southern neigh- 
bour. Guatemalan soldiers tended to stray 
over the frontier in pursuit of guerrillas, and 
some 40,000 Guatemalan Indians sought 
refuge inside Mexico. By backing Guatema- 
la's new democracy, the Mexicans hoped to 
persuade some of these refugees to make 
their way back to their homes. 

Mexicans tend to disdain Mr Cerezo, as 
they do most people to their south. Their 
diplomats reckon that his refusal to renew 
meetings with his rebels will help to keep the 
26-year-old civil war going—and to keep the 
refugees in Mexico. So, they say, will Mr 
Cerezo's failuré to tackle land reform. He ea- 
gerly insists that his only political ambition 
is to survive. That, say che Mexicans, may in 
itself make survival difficult, if Guatemala's 
peasant and labour leaders decide there is 
nothing in democracy for them. 

The Mexicans grumble, but are not 
about to offer Mr Cerezo advice. Guatema- 
lan sensitivities towards Mexico mirror 
Mexico's feelings about the United States. 
Guatemala dislikes providing Mexico with 


still. feels that Mexico threatens its sover- 


eignty. Mexican left-wingers spy Uncle | 


Sam's nefarious hand everywhere; Guate- 
malan right-wingers suspect Mexico of med- 


.dling on behalf of the Socialist Interna- — 


tional. Offers of support from Mexico 


INTERNATIONAL - 


cheap illegal labour; it believes Mexico swal- 
lowed nearly half its original territory; andit 






would make matters worse for Mr Cerezo. —— 





Space 


GlasMarstroika 


RIEFLY during 1975, the heyday of de- — 


tente, Russian cosmonauts and Ameri- 
can astronauts orbited the world in celestial 
harmony, their Apollo and Soyuz spacecraft 
docked snugly together. Mr Gorbachev, it 
seems, is feeling fostalgic. At this week's su- 


perpower summit in Moscow, he would like | 


to talk to President Reagan about Mars. 


The Russians have made no secret of | 
their ambition to send a man to Mars, an- 


undertaking that would dwarf all previous 


human exploits in space and might cost 


$100 billion or more. The Americans are 
unlikely to hop aboard. They have found it 
hard enough to implement their own plan 
to co-operate with Japan, Canada and West- 
ern Europe on a far less ambitious plan to 


put a space station in orbit around the | 
earth. Mr Gorbachev's previous offers of a. 
joint project have been brushed off in Wash- 


ington as part of Russia's propaganda on- 
slaught on America's star-wars plans. 


This time, though, Mr Gorbachev may _ 


have something serious in mind. One pos- 


sibility could entail an unmanned "rover" 
from America (or Russia) landing on Mars - 


and pottering about a bit. Eventually it 
would reach a rendezvous point where a 
rocket from Russia (or America) would land, 


relieve it of various scientific samples, and - 


bring them back to earth. The plan has ob- 


vious merits. The Soviet Union's unmanned _ 


space missions, unliké its manned flights, 


are run by a civilian agency. Both countries | 


are already thinking about unmanned Mars _ 


missions, so it would divert neither of them 


far from present goals, And, unless the two j 


independently manufactured machines had 
a tendency tò gossip, there need be no fears 


about one side stealing the other’s techno- 


logical secrets: 

Space officials from the two sides have 
been laying the groundwork for this sort of 
joint venture since April 1987, when the 
United States and the Soviet Union re- 
newed a space co-operation agreement that 
had been in abeyance since 1982. But some 
American officials resent Mr Gorbachev 
having broached the issue so early in public. 
He has, they feel, made it look too much like 
a Russian initiative, too little like a partner- 
ship of equals—which the Americans have 





Apollo meets Soyuz in 1975. That time, the American was on top 


not really been since the Challenger shuttle 
blew up calamitously over Cape Canaveral 
in January 1986. 

Since that disaster, no American space 
shuttle has flown. The space station planned 
by the West will not go into orbit for at least 
six years, if at all: the plans for it have shriv- 
elled in scope almost as steadily as they have 


increased in price. The Russians, on the . 


other hand, already have a small space sta- 
tion, Mir, permanently in orbit. They may 
launch a shuttle of their own before Amer- 
ica gets its fleet back aloft. In July two Rus- 


sian probes will head towards Mars and its 
moons, the first of three missions to Mars 
planned for the next decade. Other Russian 
targets are Jupiter, Saturn and its moon Ti- 
tan, comets and asteroids, and even the 
outer fringes of the sun. 

Most Americans console themselves 
with the wishful thought that the Russian 
lead is temporary. The Russians have, never 
displayed the technological virtuosity the 
Americans achieved in the 1970s with their 
Viking Mars landings and the Voyager mis- 
sions to Jupiter and Saturn. Still, scientists 





Libya’s man-made pipe-dream 


OLONEL Moammar Qaddafi is not a 
| man to think small. His efforts to win 
international influence, by wooing and 
whacking his neighbours in bewildering 
succession (vide his embrace this week of 
the government of neighbouring Chad), 
have largely failed. But his domestic plans 
are no less grandiose. The Libyan leader 
wants to make his arid country self-suffi- 
cient in food by pumping water from un- 
der the Sahara desert to the more fertile 
coastal region. The "Great Man-Made 
River Project" is one of the world's most 
expensive engineering schemes. 

The plan is to double Libya's water 
supply by laying 2,200 miles of massive 
pipeline (big enough, in parts, for a man 
to stand upright inside it on a friend's 
shoulders) in deeply corrosive soil. The 
cost will come to about $25 billion, more 
than twice as much as the Anglo-French 
Channel tunnel. The decision to go ahead 
was taken just before Libya's oil revenues 
plunged from about $21 billion in 1980 to 
an expected $7 billion this year. Yet work 








from both sides could benefit from more co- 
operation. Already, the Americans have 
agreed in principle to put a Russian radio on 
their planned Mars Observer satellite, 
which will help the Russians keep track of 
balloons they want to put into the Martian 
atmosphere. Planets may not influence sum- 
mits quite as much as President and Mrs 
Reagan are reported to believe. This summit 
could still influence what earthlings know 
about planets. 





Falklands 


Transformation 


REPORT that an economy has 
achieved a 21096 growth in one year is 
likely to make people assume that some 
desert sheikhdom has struck oil. The trans- 
formation revealed on May 24th lay in, of a 
places, the Falklands. The annual report c. 
the islands’ development corporation 
showed an increase in GNP from £9.9m to 
£30.7m. On the same day Mr Harold Row- 
lands, the financial secretary, in his budget 
statement to the Falklands councillors in 
Port Stanley, was able to announce plans for 
new capital spending of about £8m. 

This dramatic change of outlook for a 
community of only 2,000 people has been 
brought about by the creation of a 150-mile- 
wide fishing zone around the islands. Since 
February of last year, when the new fisheries 
regime was put into effect, revenue has been 





is going doggedly ahead. In February Lib- 
yan officials held. a final bid-evaluation 
meeting with the four companies compet- 
ing for contracts for the second of the 
project's five stages. 

Water should begin to flow in late 
1990, when the Tazerbo-Sirte leg of the 
first stage (see map) is complete; a line to 
Benghazi will open a year later. Together 
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they should produce 2m cubic metres of 
water a day. The finished scheme is ex- 
pected to provide over 5m cubic metres, 
80% of which is to be used for irrigation. 
That ought to expand Libya's irrigated 
land from 200,000 to 350,000 hectares. 

Even then Libya might not be able to 
grow all its own food, although it could 
probably bring its agricultural trade into 
balance by concentrating on cash crops. 
Champions of the project point out thar, 
without new sources of water, agricultural 
output would decline as the wells near the 
coast grow increasingly saline. Desalina- 
tion plants would cost even more. 

Is it sensible for a largely desert coun- 
try to try to grow all its own food? Buying 
food abroad would be a lot cheaper. Self- 
sufficiency, though, matters to Colonel 
Qaddafi. Besides, the “man-made river” 
might help him to float back to the world 
stage. He has already offered to share the 
precious water with Egypt. By building a 
canal to Lake Nasser, the desert between 
the two countries "can be transformed 
into a paradise”, Colonel Qaddafi ex- 
claimed in March. Is even this scheme 
turning into an international stunt? 
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ACCOMMODATIONS THAT LEAVE ROOM 
FOR EVERYTHING BUT IMPROVEMENT. 





At Park Hyatt" Washington, D.C., spacious suites provide generous 
amounts of both comfort and luxury. Youll appreciate wonderfully private 
master bedrooms, where rest and relaxation are assured. Magnificent marble bathrooms. And beautifully 
appointed living areas that make entertaining, as well as working, a pleasure. A fact that can be attributed not 
only to sheer size, but to the thoughtful inclusion of two phone lines and a 
computer port. All of which is designed to make your stay at Park Hyatt 


an enormous success. For reservations, call your nearest Hyatt Hotel PARK HYATT 
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pouring in from the fees paid by the hun- 

dreds of foreign ships fishing in the zone 
and from joint-venture operations. Appar- 
ently undeterred by angry noises from Ar- 
gentina, shipowners from places as far apart 
as Poland and Taiwan have readily bought 
Falklands fishing licences. 


By next year, the development corpora- 





INING in Antarctica has been the 

subject, throughout May, of an ar- 
gument among representatives of 38 gov- 
ernments in New Zealand's capital, Wel- 
lington. The task set them was to 
complete by June 2nd a slow-motion nego- 
| tiation that had begun in 1982, and to 
. produce an international convention de- 
signed to regulate exploitation of the great 
frozen continent's mineral resources. Like 
previous talks in the series, the current 
ones have been held in strict secrecy. Out- 
side the conference hall, however, there 
have been demonstrations by protesting 
environmentalists, voicing their suspi- 


| cions that a “carve-up” is being plotted. 


The negotiators in Wellington repre- 
sent the parties to the 1959 Antarctic 
Treaty: Argentina; Australia, Britain, 
Chile, France, New Zealand and Norway, 
all of which had staked out Antarctic ter- 
ritorial claims (some overlapping: see 
map) before 1959; the United States, the 
Soviet Union, Japan, Belgium and South 
Africa, which were also original signa- 
tories of the treaty; and 25 subsequent ad- 
herents. The third group includes Brazil, 
China, West Germany and India, which 
are among the states that have qualified 
for veto-wielding rank as "consultative 
parties" by sending expeditions to Ant- 
arctica and establishing research 
bases there. 

The treaty's first purpose was to 
stave off territorial conflicts. The 
existing claims were (appropriately) 
"frozen". It was agreed that Ant- 
arctica should be used only for 
peaceful purposes; scientific sta- 
tions could be set up in any part of 
it, but each treaty party must let the 
others inspect its stations to make 
sure it was observing the rules. By 
and large, this system has worked. 
Yet it is showing signs of strain. 
The region's commercial potential 
is gradually becoming apparent, 
and conflicts of interest are stirring. 

To prevent these shattering the 
treaty, its signatories are trying to 
devise means of sharing out Ant- 
arctica's spoils without awakening 
old nationalistic claims. At the 
same time, a group of non-signa- 





Jingo on ice. 


tion says, the islands will have six trawlers of 
their own at work, concentrating on catches 
of squid. Tourism, mainly in the shape of 
visits by cruise liners, is also starting to con- 
tribute to an economy which, for many 
years, had been almost entirely based on ex- 
ports of the high-grade wool yielded by the 
islands’ sheep. And, since the Falklands 





Heard the one about the toothfish? 


tory countries is demanding that the 
treaty should be scrapped and the admin- 
istration of the continent handed over to 
the United Nations. 

Environmentalists fear that man’s 
greed for new resources will bring Antarc- 
tica’s destruction. Look, they say, at what 
has happened to fish, the only Antarctic 
resource that is already being exploited. 
Since the late 1960s Patagonian toothfish 
and other species have been netted in 








Tero cains ans) 


have achieved a full employment almost any 
other country would envy, a consultant's re- 
port to be presented next month is expected 
to stress the need for more housing, to ac- 
commodate a small but steady influx of im- 
migrants. The hard wind that blows across 
these islands is, at last, filling their sails. 











such quantities that one group of con- 
servationists, Greenpeace, wants a ten- 
year ban on fishing for them. More may 
hang on the fate of the shrimp-like crea- 
tures called krill: they are full of protein, 
which makes them popular with Japanese 
and Russian fishermen as well as being the 
staple diet of larger sea-life, including the 
endangered whale. 

In 1982 the treaty countries brought 
into force a convention on "conservation 
of marine living resources", under which 
quotas are allotted to countries that want 
to fish Antarctic waters (the environmen- 
talists say the quotas are often ignored). 
Now a similar formula is likely to be ap- 
plied to minerals. Firms that want to ex- 
ploit them would have to obrain licences 
from an international commission. 

The minerals convention will have to 
wait for ratification before it comes into 
force. That could take a decade. There is, 
however, no great hurry. Small finds of 
copper, uranium and platinum have been 
made, and larger ones of iron and coal; 
but there is no sign yet of anything that 
would make it worth trying to drill 
through the mile-thick ice that covers 
most of the continent. The Antarctic seas 
may be more hospitable. In the 1970s 
traces of gas were discovered under the 
Ross Sea, and America offered a much- 
quoted guess that there might be 45 bil- 
lion barrels of oil on Antarctica’s conti- 
nental shelf. Geologists point out 
that for 40m years freezing tem- 
peratures have deprived the Ant- 
arctic continental shelf of the river 
sediments in which oil and gas 
might collect. 9 

Should drilling: for offshore oil 
ever be permitted? Environmental- 
ists fear that, in Antarctica's stormy 
seas, it would be hard to prevent oil 
leaks. They also say that teams of 
prospectors would cause over- 
crowding. Antarctica is twice the 
size of Australia, but only its fringes 
could take the extra settlers. Al- 
ready the most accessible spot, 
King George Island in the South 
Shetlands, is too full of research 
bases for the liking of the penguins, 
seals and albatrosses. The decent 
thing, the conservationists say, 
would be to declare the continent a 
world park. 














Grosz starts farther down the slippery slope than Kadar did 


Round two in Hungary 


FROM OUR CENTRAL EUROPE CORRESPONDENT 


NTIL last Sunday, about half of all 
Hungarians could remember no leader 
ther than Mr Janos Kadar. Until a few 
,2ars ago, a majority of them might even 
have voted for him in a free election. But the 
Kadar charm had worn thin; after 32 years, 
it was high time for a change. When the 
change came, at the end of a special confer- 
ence of the Hungarian communist party on 
May 20th-22nd, it was stunning beyond all 
expectations. Not only was there a new 
party leader, Mr Karoly Grosz; there were 
also 35 new members on the 108-strong 
Central Committee and six new people in 
the 1l-member Politburo. The Politburo 
now includes the party’s two most outspo- 
ken radicals. Budapest taxi-drivers need no 
more convincing that there is something 
they are entitled to get excited about. 

Mr Kadar's exit, in a farewell speech on 
May 22nd, was rambling and reluctant. It 
was an undignified end for a man who, after 
coming to power on the rubble of Hungary's 
failed revolution in 1956, had transformed 
his reputation from stooge to statesman. Mr 
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Grosz, like Mr Kadar in those early days, 
starts out with scant support within his 
party. He has grabbed the top job through a 
series of clever bargains. 

The decisive moment was a stormy Po- 
litburo meeting on May 16th. Mr Kadar's 
friends put up a fight, but Mr Grosz had 
done a deal with key people in the Central 
Committee, which proved too much for the 
Kadar loyalists. In return for the leadership, 
Mr Grosz promoted two leading liberals to 
the Politburo. They are Mr Rezso Nyers, a 
senior member of the pre-communist-mo- 
nopoly Social Democratic party and the ar- 
chitect of Hungary's 1968 economic re- 
forms, and Mr Imre Pozsgay, the outspoken 
chairman of the communist-backed Patri- 
otic People's Front. At a press conference 
last week Mr Pozsgay was asked what sort of 
democracy he wanted: “A democracy with- 
out adjectives”, he replied. Mr Nyers said he 
reckoned Hungary will have to bow eventu- 
ally to the multi-party system, “but not in 
my lifetime.” 

These are remarkable views for mem- 


bers of a ruling communist party's top body. 
Mr Grosz’s Politburo contains independent 
minds which he may find difficult to man- 
age. Not that he lacks experience of knock- 
ing comrades into line. Now 57, he built his 


reputation as a tough administrator when _ 


he was party boss in Borsod county in the 
late 1970s and later chief of the Budapest 


party organisation. His stint as prime minis- 


ter since June has shown that he has the 
toughness to push through unpopular eco- 


nomic measures, including tax reforms. But. 


many Hungarians suspect his firmness will 
slide back to authoritarianism. 
Mr Kadar could build a compromise af- 


ter the failed revolution of 1956 because 


Hungarians expected little from him. The 
crushing of the rebellion, it seemed, had put 


an end to all hope of change. When Mr 


Kadar eventually began to open the country 


up, they were happily astonished. Unlike 


him, Mr Grosz has been catapulted to power 


by the growing pressure inside and outside _ 


the party for greater freedom. Having got to 
the top, his worry is how to contain the 
forces that put him there. 

By promoting Mr Pozsgay and Mr 
Nyers, Mr Grosz presumably intends to 
strengthen his own power base. He can use 
the two men as a bridge to reform-minded 
groups outside the party. He may also 
reckon that they will be less bothersome 


now they are subject to the discipline of Po- 


litburo membership than they would be if 
they were free to criticise loudly from the 
wings. Still, it will be hard for Mr Grosz to 
silence the calls for far-reaching reform. 
The economy requires courageous han- 
dling (see box on next page). The things that 
need doing to rescue it include a new 
squeeze on consumer spending, and a cut in 
subsidies on housing and heavy industry. 
Such measures will increase the already loud 
grumbling from over-worked Hungarians. 


To keep protesters off the streets Mr Grosz 


may have to balance austerity with a good- 
sized extra dose of political freedom. 

A list of things that might move Hun- 
gary in this direction has already been 
drawn up. A new law of associations will be 
presented to parliament in September. This 
will permit the legal establishment of inde- 
pendent political groups, a number of which 
now operate more or less openly but are offi- 
cially non-existent. It is planned to adjust 
the constitution to make it quite clear that 
the party, like other Hungarians, has to live 
within the law. This will strengthen civil lib- 
erties but it could sharply diminish the par- 
ty's authority. 

Mr Grosz has to decide exactly what he 
means by "socialist pluralism"—an attrac- 
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ive phrase used throughout last week's scon- 
erence which, so far, remains undefined. 
€ will therefore have to spell out what is 
nvolved in the idea of Pa eMart the party 
rom the state". If this includes letting as 
‘ommunist groups into parliament, and al- 
owing parliament the right to draw up legis- 
tion without waiting for the communist 
rty's draft, the party could be approach- 
a challenge to its "leading role", the for- 
ula by which all ruling communists keep 
heir grip on power. Once non-communists 
an operate freely, the logical next demand 
s an election in which people can freely 
ose between them and the communists. 
-> Mr Grosz will want to make sure that his 
yarty can withstand any such challenge. But 
t will do so only if he can control the push 
or change. That is why Mr Grosz is in 
harge, and why Mr Mikhail. Gorbachev 
ent him a warm message of congratulation 
m the night of his appointment. Mr Grosz's 
ob is to construct a new Hungarian compro- 
mise. He may have to pay a higher political 
rice for social peace than the discarded Mr 


Kadar ever did. 

















France: 
Mountain comes 
to Mitterrand 


FROM OUR PARIS CORRESPONDENT 


se ‘It’s not healthy for only one 
Kj party to govern," President 
Mittetrand remarked on his an- 
f nual pilgrimage to the rocky 
: E peak of Solutré in the Morvan. 
i He was thinking of another sort 
of mountain—a large Socialist majority in 
the National Assembly—and probably 
wishing it were:smaller than it looks like be- 
ing. In the two-round parliamentary election 
on June 5th and 12th, if the opinion polls 
are tight, the Socialists could win 350 or 
more of the 577 seats in the assembly. In his 
gnomic way, Mr Mitterrand was warning his 
sd not to believe that France is swinging 
left. 

So far as France' s election system allows, 
voters recently seem to have been asking for 
middle-of the-road government. They are 


for ihe most part quick to punish politi- 
cians, left or right, who: stray far from the 
centre. That they may now be about to set 
off a Socialist landslide in parliament is not 
às contradictory as it sounds. 

First, the Socialists of 1988 are a lot 
more centresmirided than they were in 1981. 
In addition, the split and collapse of 
France’s mainstream right offers voters a 
weak alternative. Third, as in Britain, first- 
past-the-post voting may translate a. small 
percentage swing into a sweep of seats. One 
poll even suggests the Socialists could win 
410 seats with 44% of the vote against 40% 
for the two main conservative parties, Vot- 
ers who would be content with a modest 
working majority for the Socialists have lit- 
tle scope for fine-tuning the result. 

On the evening of June 12th, assuming 
the Socialists have won a landslide, some 
conservatives are bound to say that a di- 
vided France has been plunged back into 
party war. Yet Mr Mitterrand. is: probabl 
sincere in his warnings to the Socialists no 
to treat the result as giving them a tempo- 
rary party dictatorship. If he can, he wants 
eventually to prise. fag some ie céntrecrgt 





Danube blues 


: FROM OUR SPECIAL CORRESPONDENT IN BUDAPEST 


' VER since the New Economic Mecha- 
nism was introduced in 1968, eco- 


nomic- reform in Hungary has suffered 


from a chasm between rhetoric and real- 
ity. Because the communist party has re- 
fused to let go of any power, each 
successive attempt at reform has fallen vic- 
tim to meddling bureaucrats who turn 
. fine projects into feeble half-measures. 
The result is an economy that obeys nei- 


ther market nor plan. Hungary today is a 


confusion of. giant state monopolies, 


- struggling private. enterprises and con- 


stantly changing rules. 
In the past three years Hungary's gross 


"shard-currency debt has doubled to $17.7 


billion. Debt servicing will gobble about 


, 4096 of hard-currency earnings this year, 
“and this proportion is destined to grow. 


-. To begin to repay the debt, Hungary must 
export more to the West. But Hungarian 
managers have little incentive to produce 
the goods westerners want to buy. Despite 
the original intentions of the 1968 blue- 


_ print, the politicians have been reluctant 


to expose domestic producers to foreign 
competition, Misguided investment has 
left infrastructure. underdeveloped and 
factories undermodernised. Massive new 
investment is needed if Hungary is to be- 


,, come competitive in western markets. 


„dt was. only in September 1987, three 
months after Mr Karoly Grosz became 
prime minister, that.the government ad- 





mitted the: mess the economy was in. At 
that time a “consolidation programme” 
of austerity and reform was introduced. 
The idea was to stabilise the economy 
through strict austerity, with a promise 
that market-oriented reforms would in 
the long run bring prosperity. 

In 1988, as planned, real incomes have 


` fallen, exports have increased and the 


trade balance has been righted. But ex- 
ports have grown mainly in heavily 
subsidised industries, inflation, is threat- 
ening to tun out of control, new taxes 
have puzzled the book-keepers, and im- 








port cuts have disrupted paliti 
Those cuts have been achieved more- 
through a reversion: by the minister of 


trade, Mr Jozsef Marjai, to the bad habit 


of crossing goods off the import list than 
through IMrF-favoured financial controls. 

At last week's special party conference - 
delegates came out clearly in favour of a 
radical approach. Reforms under discus- 
sion include a law on corporate associa- 
tion, to be presented to parliament in Sep- 
tember. The proposals so far include the 
granting of equal rights-to all economic 
units, private and state. Shareholding will 
be encouraged. Private enterprises and in- 
dividuals will have the right to own stock 
and to form limited companies. This key 
law is to be accompanied by a new wage 
law, liberalisation of prices and reform of 
the budgetary process. The new party 
leadership will soon consider recommen- 
dations to open the domestic economy to 
foreign competition. 

Will reality match rhetoric this time? 
Reformers see hope in the promotion of 
some true radicals to the Politburo. Open- 
ing Hungary to the West would mean fac- 
tory closures, more unemployment and a 
trade deficit that could be financed only 
by another increase in foreign borrowing. 
But such an opening is Hungary's only 
hope. The opposite approach, import 
cuts, will reduce its ability to export west- 
ward, and so lead to more import cuts. 
This is the downward spiral from which 
Hungary must escape. It will now argue 
eu it needs some help from the West. to 

o so. 
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politicians into a new, middle-of-the-road 
group that could work with the Socialists. 

Despite the fuss that followed the for- 
mation of Mr Rocard's minority Socialist 
government, the clearer-headed centrists 
like this idea. No matter that the Socialist 
offer of uncontested seats for some 20 cen- 
tre-right politicians was rebuffed. Neither 
side seriously expected it to be taken up, any 
more than they thought there was a serious 
chance of centre-right leaders joining a So- 
cialist government, once Mr Mitterrand had 
been re-elected with 54% of the vote. Many 
of the centre-right politicians who follow 
Messrs Raymond Barre and Valéry Giscard 
d'Estaing are ready to drop the “right” bit of 
their party tag, but only after a decent 
interval. 

Mr Daniel Hoeffel, a centre-right sena- 
tor and president of the general council of 
the Bas-Rhin, the northern bit of Alsace, 
sums up well the problem he and his col- 
' agues are facing: “Our elected officials pull 

3 right, our voters pull us left." In local and 
regional councils, the centre-right and Mr 
Jacques Chirac's neo-Gaullists are allies. But 
many centre-right voters dislike the popu- 
list, hard-right wing of neo-Gaullism. They 
suspect its members of softness towards the 
far-right National Front. These voters 
would prefer centre-right politicians to team 
up with the Socialists. Centre-left alliances 
could begin in the local elections next spring 
and autumn. 

For the moment, the centre-right re- 
mains tied to the neo-Gaullists. The two 
groups are running joint candidates in 530 
constituencies under the unfortunate label 
"Union de Rassemblement et du Centre". 
Its acronym, URC, sounds like “Beurk”’, 
French for “yuk”, a rhyme the far-right lead- 





Mountaineer—reluctant 
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FROM OUR PARIS CORRESPONDENT 





HE row continues over the opera- 

tion to rescue French hostages in 
New Caledonia, in which 19 civilians 
and two French soldiers died. Somebody 
has leaked a confidential report by Cap- 
tain Philippe Legorjus, the head of the 
anti-terrorist unit which led the raid on 
May 5th, three days before the run-off in 
France’s presidential election. It implies 
that the action was taken under political 
pressure before a negotiated settlement 
had been fully attempted. 

Captain Legorjus, now a major, also 
suggests that the military commander of 
the island, General Jacques Vidal, and 
Mr Bernard Pons, who was at thé time 
minister for the overseas territories, had 
to be argued out of ordering junior offi- 
cers to carry out “alarming” measures. 
According to Major Legorjus, these mea- 
sures included precision-bombing or 
napalming the island grotto where 23 
French gendarmes and soldiers were be- 
ing held by Melanesian separatists. 

Mr Pons, in a press conference on 
May 24th, denied that he had considered 
such steps. He said he had left the “tech- 
nicalities” to the army and that he was, at 
least to begin with, more open to a nego- 
tiated settlement than appears from the 
Legorjus report. He attacked the leaking 
of a confidential report, presumably 
from the ministry of ‘defence after the 


er, Mr Jean-Marie Le Pen, was quick to seize 
on. He is threatening reprisals against the 
mainstream right if it honours its pledge to 
make no deals with his party. 

Yet the National Front may not have 
much to trade. To get into the second 
tound, a candidate's score must be at least 
12.596, not of the votes cast, but of regis- 
tered voters. In the first round of the presi- 
dential election, the National Front got this 
in 141 constituencies. Abstentions, how- 
ever, are high in parliamentary elections fol- 
lowing presidential ones, which makes 
reaching the second round harder. Though 
the National Front usually does better on 
polling day than the forecasters predict, it 
could lose all but five or six of the 32 seats it 
won under the former system of propor- 
tional representation. To save themselves, 
the party's leaders, Mr Jean-Marie Le Pen, 
Mr Bruno Megret and Mr Pierre Stirbois, 
have all parachuted into Marseilles, where 
the far right is particularly strong. 

On the far-left side of the National As- 
sembly, the Communists will be lucky to 
keep ten of their 35 seats. Only their presi- 
dential candidate, Mr André Lajoinie, and 
four of his colleagues seem reasonably safe. 


Yes, the timing was curious 


Easier said than done. 






outgoing conservative minister had 
handed over to his Socialist successor, 
Mr Jean-Pierre Chevénement. 

Major Legorjus is a specialist in nego- 
tiating with kidnappers. He hints that 
General Vidal was for a military rescue 
from the start. The general's friends deny 
this. So reluctant was he to give up the 
chance of a negotiated release, they say, 
that his political masters thought at one 
point of recalling him. 

The finger-pointing in Paris is not 
helping a six-man group sent by the new 
government to "establish a dialogue" in 
New Caledonia. It is a help for Socialist 
candidates in the parliamentary election. 
Fairly or not; the raid was widely taken in 
France to be part of a last-moment bid 
for votes by Mr Jacques Chirac, the con- 
servative presidential candidate, who 
was then prime minister. 

The affair was not entirely Mr 
Chirac's. Mr Mitterrand was involved, 
on the side of conciliation—at least to 
begin with. His suggestion that he and 
the prime minister jointly name a media- 
tor, as the hostage-takers wanted, was 
met, it seems, with silence from the 
prime minister's office. Yet once a mili- 
tary rescue plan was decided on by the 
government, it had the president's bless- 
ing, provided casualties were kept light. 





























In the old red belt around Paris, eight of 


their nine deputies, including Mr Georges — 


Marchais, the party leader, may be in trou- 
ble if they are not helped by Socialist with- 
drawals in the second round. Crushed, and 
facing the loss of municipal patronage in 
next year's local elections, Mr Marchais still 
has some pride. He has rejected à con- 
descending Socialist offer to leave a few seats 
open for the Communists. 

A Socialist mountain, a battered right, 
and two protest movements virtually 
pushed out of parliament into the street: Mr 
Rocard and Mr Mitterrand may need help 
to keep their government at the centre. 





Denmark and Norway 


Fear of foreigners 


FROM OUR NORDIC CORRESPONDENT 


Te strength shown by Mr Jean-Marie 
Le Pen in the French presidential elec- 
tion has made people look around for other 
evidence of the growth of the far right in Eu- 
rope. Some people have been glancing at 
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Pia, not quite right 


Scandinavia, where the Progress parties in 
Denmark and Norway have been calling for 
less immigration and picking up a lot of 
votes. Neo-Nazis? No: just old-style liberals 
making illiberal complaints about dark- 
skinned foreigners. 

In Denmark's election on May 10th its 
Progress party advanced from 4.8% of the 
votes to 9%. Mr Mogens Glistrup, the par- 
ty's founder, said that perhaps half of its 
gains were attributable to its call for a tightly 
restrictive policy on immigration. But the 
party's present parliamentary leader, Mrs 
Pia Kjaersgaard, plays down that issue, 
attributing her party's success to its demand 
for tax cuts. Since the tax take had risen to 
52% of cpp during the five years of Mr Poul 
Schliiter’s centre-right coalition govern- 
ment, she may be right. 

Next door Mr Carl Hagen leads the 
Norwegian Progress party, founded in 1972 
within months of the birth of the Danish 
party. Mr Hagen’s success has been even 
more spectacular than Mrs Kjaersgaard’s. In 





Carl, plus 23% 
54 


the 1985 Storting election his party got 
3.196 of the votes; in last autumn's local elec- 
tions it got about 1296, and it is now scoring 
18-2396 in the opinion polls. 

The two parties have little in common 
with the extreme right elsewhere in Europe. 
But their attitude towards immigrants, and 
the occasional remark by Mr Glistrup (eg, 
"So long as there are high taxes and Mus- 
lims, we've got something to fight for”), gets 
them tagged as a variant of Le Pennery. In 
other respects they are libertarian: parties, 
whose economic policies fall in with Adam 
Smith. There is no taint of fascist ideas in 
their programmes or speeches. They are not 
anti-semitic, and "moral majority" attitudes 
do not figure in their appeal. 

How important is the immigration issue 
for them? In Norway, an openly anti-immi- 
grant party was recently formed by 
hardliners who regard Mr Hagen as too soft 
on the issue. But the Progress parties strike a 





sympathetic chord with some voters by ar- 
guing that refugees from the Middle East 
and elsewhere are often "refugees of conve- 
nience" who cost the taxpayers a lot of 
money. 

Mr Glistrup argues plausibly that the 
two Progress parties do best when voters' 
expectations have been disappointed by 
governments of the traditional right. His 
own party fought its way into Denmark's 
Folketing for the first time in 1973, getting 
almost 1596 of the votes, after government 
by a centre-right coalition in 1968-71 had 
led to a record increase in taxes and public 
spending. The sequence has just been re- 
peated. In Norway Mr Hagen shot up in the 
opinion polls after a speech in which he ac- 
cused both the traditional non-socialist par- 
ties and the ruling Labour party of failing to 
keep their election promises. It may be sig- 
nificant that, although he mentioned immi- 
gration, it was almost in passing. 





Job-creation 


Locally does it 


The United States created 28m extra jobs between 1970 and 1986, while 
the big West European countries created next to none. Why? 


NE simple reason is that American em- 

ployers are keener tó employ women 
and young people, because their minimum 
wage has declined and they can be almost as 
easily fired as hired. Perhaps, too, American 
culture is more enterprising, and Americans 
more mobile. But officials at the OECD 
reckon that Europeans should find much to 
imitate in specific American programmes to 
create new jobs—in particular, locally based 
partnerships like those that have revived 
parts of Baltimore, Chicago and Boston. For 
ae boffins, the lessons for Europe are 
that: 
e Home-grown jobs should be valued 
more than imported ones. When large old 
factories close in manufacturing cities, the 
first reaction is usually to offer subsidies to 
large new factories. This is what the Ameri- 
cans call a "buffalo hunt”, and many cities 
are still trying it. But most: have found that 
outside firms stay loyal to a new area only so 
long as the subsidy lasts. Nurturing a dy- 
namic local workforce creates a. better cli- 
mate for business of all kinds than is some- 
times found in communities used to relying 
on jobs provided by a single large employer. 
e Small and medium-sized firms are 
therefore seen as vital to local employment 
growth. Small businesses often fail. They 
cannot quickly fill the gap left when a big 
firm shuts its doors. But large firms, still es- 
sential to full employment, are more likely to 
come to areas where small ones thrive. In 
America small firms have lately been di- 
rectly responsible for an estimated 50-7096 


of net employment growth. 

€ Local partnerships between the public 
and private sectors can stimulate enterprise. 
Several American city governments offer 
credit, training and new infrastructure to lo- 
cal people with business ideas, through en- 
terprise agencies financed jointly with pri- 
vate companies. The choice is not between 
direct public investment in the economy 
and pure laisser-faire. A black woman with a 
good business idea but no access to credit; a 
redundant craftsman who wants to run a 
small workshop but lacks management 
skills; a trading company which needs betti 
offices and communications to expand—au 
may need extra backing if they are to create 
jobs in depressed districts. 


From Baltimore to Bilbao 


The Europeans’ first reaction to the decline 
in large manufacturing industries was to 
pour money into the worst-hit regions, The 
OECD has a unit to preach the idea of creat- 
ing a new local economic base, with more 
self-help and fewer handouts. It recently ran 
a seminar in Bilbao, in northern Spain, to 
convert Basque mayors to its cause. 

The Spanish Basque country last 90,000 
of its 360,000 industrial jobs between 1977 
and 1983, while employment in service in- 
dustries rose by only 10,000. The central 
government has poured billions of pesetas 
into a Basque “regeneration zone” which 
produced only 2,300 costly, mostly old-fash- 
ioned jobs. 

The Basque mayors were told that in 
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some parts of Europe, in different ways, Eu- 
ipeans are following the American road to 
local job-creation. The collapse of the ship- 
ilding industry in Sweden spurred em- 
ployers and local authorities to wean work- 
ers off their. reliance on big industry— 
gradually. The Kockums shipyard, closed in 
1986, has been split into three parts, one 
building submarines, one making Saab cars 
and the third set aside for new companies. 


„amples of European success. 
"in Europe is held back by: 
e Weak local government in some countries. © 


The authorities planned new j bs before the 
yard closed, hoping to keep the most enter- 
prising workers i in the area rather than let- 
ting them drift off to greener pastures. Only 
94 of the 2,049 employed at Kockums. in 
1986 had to be made redundant. 

In Britain collapse has been more bru- 
tal, In industrial Lancashire 4,000 jobs were 
lost in a single week in 1982. Out of that 






“ shock was born one of the most successful of 


Britain's. local enterprise agencies, Lanca- 
shire Enterprise Limited. Venture capitalist, 
industrial landlord, trainer, market-analyst 
and patent adviser, LEL is a one-stop shop 
for firms wanting to start or expand in the 
county. When a firm making pre-cast prod- 
ucts ina remote rural area closed its factory 
to:chase a development grant:30 miles away, 
the banks would not lend its workers money 
to revive the factory as.a co-op. LEL loaned 


"them £50,000; they broke.even within a 












year, and thrive today though the relocated 
factory has had to close. 
Kockums and the LEL are a oo-tare ex- 






Europe’s. town halls are constantly being 
handed jobs to do but lack, they complain, 
the resources to do them: with. In Spain, 
four different tiers of g 











































| May in the EEC 


- East meets West 


EVES oC ede asensecemeseureeeoaniseseasoores m secet eet 


The EEC and Comecon, the Soviet block’s 
„trading organisation, reached an agree- 
"ment.to establish official relations after 
_ ten years of negotiations. The key to the 
: deal is a compromise on West Berlin. This 
recognises West Berlin as part of the Com- 
| munity but still accepts the special posi- 

‘tion the:victorious allies of 1945 gave to 
the city. The agreement opens the way for 
; €o-operation, as yet unspecified, between 
othe two groups and for trade pacts be- 

«tween the Community and individual 
“ Comecon countries. The first of these is 
| expected to be signed with Hungary be- 
© fore the end of the year. 





Trade and industry 


eestseesosssmesesekeoes desee rte enn sasesesseetesooeloeeenieo ter 


The Community has refused to make a 
commitment, sought by America, to 
phase out all its farm subisidies by the year 
2000. It has also blocked, for the moment, 
an Ámerican request for an investigation 
by GATT into its subsidies to producers of 
soya. The United States says these hurt 
American exporters. 


` The commission, applying a little-used ar- 
ticle of the Treaty of Rome, surprised EEC 











governments by ien die to end 
their monopolies (where-these still exist) 
on the supply of telephone and telecom- 
munication equipment. to "subscribers. 
Under Article 90-of the treaty, the com- 
mission can by-pass national governments 
when dealing with state monopolies. Gov- 
ernments. have two months to appeal to 
the European Court of Justice if they 
think the commission exceeded its au- 
thority. None is likely to do so. 


Court of Justice 












56. 


"Community law. The court had been 


much of their energy blaming each other for 
not.solving local problems. In Britain, the 
central government questions whether local 
councils should get involved in economic 
development, and has recently. made it 
harder for them to invest directly. 

e Centralised decision-making from offices 
in a capital city can obstruct the creation of 
local partnerships. Europe's business leaders 
are often slow tó back local enterprise 
schemes. American firms have a long tradi- 
tion of local philanthropy, which good city 
managers are quick to exploit. Most Euro- 
pean countries--Britain being the glaring 
exception—are trying to devolve economic 
power from their capitals. 

Local self-help is becoming. fashionable 
throughout Europe, with politicians of both 
left and right. The left believes in "commu- 
nities” rather than multinational compa- 
nies, the right wants to encourage enterprise 
and self-reliance. In America there is less 
ideology about it, but a solid belief that s ` 


^' cial and economic goals are inseparable. ; 


group of Frenchmen on a recent visit to 
Chicago was surprised by the “thoroughly 
entrepreneurial” approach to neighbour- 
hood revitalisation there. Slowly; some Eu- 
ropean neighbourhoods are starting to ben- 
efit from the same spirit. 





France may break EEC rules. The court | 
ruled that if a large firm of undertakers; | 
Pompes Funébres Générales, used its ex- 
clusive right to burials in 2,800 graveyards 
in France to overcharge customers or sti- 
fle competition it could be guilty of abus- 
ing its dominant market position under 


asked for guidance by a French court ina | 
case brought by a Mrs Corinne Bodson, 
who sought to open a cut-price funeral 
parlour at Charleville-Méziéres in north- 
ern France. 





Finance 


dotem mn 





Finance ministers reached broad agree- 
ment on a timetable for lifting the capital 
controls still imposed by some EEC coun- 


tries. The deadline will be 1990, except for 
the poorest Community countries. 


Presidency - 
Mr Martin Bangemann, the West German | 
economics minister, made a bid for the 
presidency of the European Commission 
at the end of this year. But he spoiled his 
chances of ousting Mr Jacques Delors, 
who is seeking a second term, by saying he 
was also ready to settle for a vice-presi- 
dency. The Community’s leaders will de- 
cide who gets the job at their summit in 
Hanover on June 27th-28th. 
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The discovery of Europe 


HE Portuguese have a rare and endearing abil- 
ity to laugh at themselves, as long as others do 
not. An acquaintance there was. asked whether 
amanha (the word for tomorrow) has the same pro- 
crastinating overtones as mafiana ‘does in Spanish. 
"Mariana conveys more urgency,” came the reply. 

That attitude is less-apparent than it was to a 
visitor returning for the first time in 20 years. Much 
has changed since Antonio Salazar, then a sick dic- 
tator, was replaced by another supremo after 36 
years in power. A revolution, the loss of the last Eu- 
ropean empire, a decade of domestic confusion, fall- 
out from a world economy on a roller-coaster—have 
left their mark. So has a growing new confidence in 
Portugal and its future, born in the past two or three 
years. Superficial impressions are of a very different 
place. 

Lisbon, a more beautiful San Francisco where 
tiled houses tumble down hills to the water and 
trams trundle up them, is perhaps a little dirtier, 
The Algarve in the usually sunny south is a sea of 
construction cranes. There are more brown faces af- 
ter the absorption in the mid-1970s by 9m Euro- 
pean Portuguese of some- 700,000 retornados from 
the country’s newly independent African colonies. 
Everyone in the civil service, business or politics 
also seems to teach at one of half a dozen new uni 
versities or new faculties at old ones. 

Yet for a country which less than 15 years ago 
was gripped by a reasonably red revolution, there 
are fewer signs of redistributive change than one 
might expect. Of the 1.3m hectares of agricultural 
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estates in the southern and central regions of 
Alentejo and Ribatejo expropriated in 1975, fewer 
than half remain occupied. Many of the rich who 
after expropriation emigrated to South America or 
France are returning, usually not so rich but far 
from poor. Six years after the abolition of the last 
institutional vestige of rule by the military who 
made Portugal’s revolution, there are no uniforms 
in the cabinet. The communist-dominated unions 
who called the political shots ten years ago have 
non-communist competition; together they seem 
now to have the power to disrupt but not to destroy. 

Portugal appears to have found, for the first 
time and after 16 post-1974 governments, its demo- 
cratic centre of gravity. Mr Anibal Cavaco Silva, a 
Social Democrat, received over half of the vote in 
July 1987, becoming the first prime minister since 
the revolution to win an absolute majority and a 
likely four-year term in office. His life-expectancy is 
enhanced by so-far friendly coabitacao with the So- 
cialist president, Mr Mario Soares, whose avuncular 
charm complements the prime minister's sometimes 
abrasively confident sense of direction. 

At the same time, Portugal’s economy has be- 
gun to flourish. After a usefully tough IMF adjust- 
ment programme in 1983-85, and helped by cheap 
dollars and oil and by money from the EEC, Portugal 
has grown faster than all other European Commu- 
nity members during the past two years. It is set to 
do so again in 1988, albeit at a slower rate of growth, 
and the outlook at least until the 1990s is good. In- 
flation has been reduced to 8-9%, while unemploy- 


For more than a 
decade, Portugal 
has barely survived 
change. Now it 
must change to 
survive, writes 
Merril Stevenson 
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ment is officially measured at 6.6%. Foreign invest- 
ment is pouring in, and the Portuguese are 
themselves investing more too. 

All this has coincided with entry into the EEC. 
In January 1986 Portugal became, with Spain, the 
Community's newest member. Most Portuguese, 
like most Spaniards, had long been keen on joining 
as a way of legitimising and buttressing their new 
democracy politically. The economic implications 
have been slower to sink in. 

After 1992 Portugal is supposed to permit free 
capital flows across its EEC borders. Industrial trade 
is to be opened up completely too by then, and agri- 
culture is supposed to toe the Community line after 


1995. Though certainly agriculture and. probably: 


bits of financial liberalisation will be postponed, 
sooner or later the Portuguese will have to stand 
their ground with British financiers, French farm- 
ers, German industrialists—and Spanish’ every- 
thing. 

The first two years of EEC membership have 
gone well for Portugal, as indeed will the next three. 


Its industrial trade was reasonably open before, and: 


it now has a generous transitional period to full inte- 
gration during which it will get. lots of Brussels 
money to modernise its economy and prepare for 


competition. How it uses this envelope of time and $ 


money is crucial. 


Two futures are popularly buigd- one piod: » 


one predictably bad. Portugal could use the money 
and impetus to change to become a small California 
in Europe, concentrating on semi-exotic agricul- 
ture, services and light manufacturing, even Silicon 


Valley software, judiciously increasing the value- / 


added in its output to compensate for gradually ris- 
ing wages. Or, trapped by a long tradition of state 
dependence and individualistic navel-gazing, it 
could fritter away the money on ill-evaluated 
projects and concealed balance-of-payments sup- 
port. With no clear sense of direction, it might then 
find itself flooded with high-quality, low-cost im- 
ports or, if it is luckier, being bought up by other 
countries’ companies. Though Portugal will proba- 
bly always be a net recipient of EEC funds, it might 
then end up as a permanent colony within Europe. 

Put in less high-faluting terms, Portugal has the 
potential to leap from below Greece's level to, say, 
Ireland's. What are the odds that it will? 














Greece or Ireland? 

Portugal prides itself on being an open countty his- 
torically: a land of sailors and discoverers, a founder 
member of EFTA. Its heritage is a rare blend of races 
and cultures, its economy traditionally reliant upon 
foreign trade. Educated Portuguese speak other Eu- 
ropean languages admirably, a necessity in a country 
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whose own ancient and honourable tongue resem- 
bles nothing so much as windsurfing from conso- 
nant to consonant. Foreign employers praise the 
adaptability of their Portuguese workers. All that 
should make its adjustment to EEC membership 
smoother than, for instance, Spain's. 

But Portugal is a small country. It accounts for 
4% of the EEC's territory, 3% of its population, and 
less than 1% of its Gpp. It has no large manufactur- 
ing company outside the state sector. Its three big- 
gest banks together would barely be number one in 
Spain. . l . 
Smallness can be an advantage. It means that 


Portugal can expand its share of someone else's mar- ` 


ket (as it did with its exports to Spain last year) with- 
out that someone putting up much resistance, But it 
also means.that there. may not be the resources to 
expand all that-much. For Portugal is a poor coun- 
try. GDP per head is still only $3,500-—the lowest in 
the EEC by a big margin. Furthermore, it is in many 
ways a backward country. ; 

» Though progress has been made, 16% of Portu- 
gueseover 15 years old are illiterate, and much of 
the workforce over 40 years old has had at most six 
years of schooling. The infant mortality rate re- 
mains one of the highest in Europe, higher than in 
Greece. Communications are another problem, es- 
pecially in the interior away from the Setubal-to- 
Braga concentration of people and business along 

«the coast. Road traffic seizes up going east from Lis- 
bon, while rail transport other than the link be- 
tween Lisbon and Oporto is archaic: People who try 




















to telephone one town from another, often wish, a 
fruitless half an hour later, they hadn't. Statistics 
are slow and sloppy, too, which makes it hard to 
plan, let alone fine-tune. 

Portugal has a rare opportunity and motive to 
swap nostalgia for its vanished world role for a 
toughly competitive future within modern Europe. 
The opportunity is neither open-ended nor easy, 
however. The country needs not only better infra- 
structure and education but specifically more eco- 
nomic head-room for the privatesector—and as fast 
as possible. 

But speed has its costs, and these are hard to 
judge in a country where revolution is recent and 
democracy new. The government's attempts to ram 
through needed but unpopular measures this year 
(freeing labour laws, returning much expropriated 
agricultural land to its former owners, selling 
chunks of state companies) have. led: to'a recent 
souring of political relations, an increase in strikes 
and a decrease in its popularity. That matters, be- 
cause there is more work to do. Xo ii 


The next four years are crucial for Portugal and 


its current leader. There are local and. European 
parliamentary elections next year. In 1991 both 
president and government must stand for election. 
In the last six months, Portugal assumes the presi- 
dency of the Council of Ministers in Brussels. The 
task is to push forward change while preserving the 
social harmony that has recently built confidence in 
Portugal at home and abroad. It can be done. The 
chances are it will. 





Man at work - 


EE public figure says something that lives to 
haunt him. Mr. Jimmy Carter lusted in his 
heart; Britain's top civil servant, Lord Armstrong, 
was economical with the truth. Mr Cavaco Silva, as 
. a young finance minister, said something to the ef- 
fect that he was never wrong and rarely had doubts. 
His critics have never forgotten it; 2: 

He has little, so far, to feel doubts about. He has 
got Portugal off its merry-go-round of ineffectual 
Italian-style minority governments and into a posi- 
tion to make some serious changes. By the time he 
came along, of course, Portugal was ready for some: 
one like him. i j 

The two years after April 1974, when a group of 
professional soldiers kicked out Salazar's successor 
and found broad popular.support, saw six provi- 
sional governments, increasingly left-wing until Au- 
gust 1975. They presided over the nationalisations, 
a large increase in wages and social benefits, and in- 
dependence for Portugal’s African colonies. Gen- 
eral elections in April 1976, in which the Socialists 
did best, were followed by four years of minority, 
‘coalition and "presidential" governments. The first 
two, led by Mr:Mario Soares, consolidated the wel- 
fare benefits of its predecessors and applied to join 
the EEC. 

From 1979 a centre-right coalition dominated 
by the Social Democratic Party (Psp) put first the 
vivid Francisco Sa Carneiro and, after his death, Mr 
Francisco Balsemao into the palace of Sao Bento. 
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They abolished the last institutional remnant of mil- 
itary rule, the Supreme Council of the Revolution; 
reduced the powers of the. president, who now can 
merely delay, not vetó, legislation; and trimmed the 
ambit of a 1977 law which reserved certain eco- 
nomic activities to the state. The economy, mean- 
while, vastly overheated. 

General elections in 1983 brought back the So- 
cialists, who in coalition with the PSD presided over 
a tough IMF adjustment programme. They were 







Democracy has 
settled down in no 


time flat 
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penalised for it in October 1985. So- 
cialist votes dropped sharply and 
the PSD, now led by a youngish 
economist called Mr Anibal Cavaco 
Silva, emerged the winner. 

The 1985 vote was an impor- 
tant turning point. Under all the 
chaos of governmental alliances, 
voters had tended, year in and year 
out, to rank parties in the same or- 
der. Except when their opponents 
formed coalitions, the Socialists al- 
ways came first, the PSD next, the 
Communists third, the Social Dem- 
ocratic Centre Party (cps) fourth, 
with splinter parties taking a small 
and decreasing share of the total. In 
1985 the PSD moved ahead of the 
Socialists, and both the Commu- 
nists and the CDS began a decline 
which has accelerated since then. A 
new party, Democratic Renewal 
(PRD), a vehicle for the popular 
about-to-be-ex-president General 
Antonio Ramalho Eanes, got a lot 
of votes that it would later lose. 

Mr Cavaco Silva ruled for a year 
and a half with the reluctant sup- 
port of the non-Communist opposi- 
tion. He was a popular prime minister. With re- 
newed economic prosperity, he could afford to 
spend more—and did. He asked for a majority to 
carry out the structural reforms, including 
privatisation, that the country needed. Forced to go 
to the polls in July 1987, the voters gave it to him. 

It hardly matters whether the Portuguese voted 
for the man, the party, the platform, or none of 
them. Policies, for the moment, are less important 
than personalities in Portuguese politics. Three of 
the five main parties support roughly the same plat- 
form of privatisation, modernisation of the econ- 
omy and structural change. They are entering 
Thatcherite Europe and think they know what that 
requires. Competitiveness, not social justice, is the 
rallying cry these days. 

Nor is it clear, yet, that there has been a perma- 
nent broad shift in political preferences. In the 
presidential elections a year earlier, in which two- 








termer General Ramalho Eanes was ineligible to 
stand, the Socialist. Mr Soares beat Mr Diogo 
Freitas do Amaral, founder and ex-leader of the 
righter-wing CDS who ran with PSD support, by a 
whisker. In European parliamentary elections on 
the same day as the national assembly vote in 1987, 
the PSD won only 37.4% of the ballots, the cps 
15.4%. For its prime minister, Portugal wanted a 
man who could govern. It got one. 

It is said that the Portuguese, and not only right- 
wingers, are hypnotised by the image of the strong 
man. The writings of Fernando Pessoa, a poet who 
was born 100 years ago, are full of Sebastianist 
yearnings for a reborn saviour. Purged of its 
Salazarist overtones, Mr Cavaco Silva seems to fit 
the bill for many. 

At 48 a well-preserved double of the young An- 
thony Perkins, he is intellectual, ascetic and, above 
all, self-confident. Born to lower middle-class par- 
ents in the Algarve, he made his way on brains and 
discipline to, among other places, York University 
to earn a doctorate. He taught economics, worked 
at the central bank and was finance minister and 
head of planning before becoming prime minister. 

He is known as a technocrat not just because he 
is first-rate at a specific skill but also because he has 
and cultivates the image of being something above 
your average politician. He is no backslapper, no 
dropper-in for drinks. He is incorrupt, and insists 
that his political associates be too. He is said to 
loathe political marketing and advertising. Al- 
though animated, he is not a horsetrader and lacks 
the common touch. This is where the president, Mr 
Mario Soares, comes in. 


A monarchy without a monarch 


The Portuguese describe their country as a monar- 
chy without a monarch. Unlike Spain, where the 
young King Juan Carlos played a central role in the 
country's smooth shaking-off of dictatorship, Portu- 
gal's longer-retired royal family was allowed to lan- 
guish in obscurity by Salazar. Only a tiny monar- 
chist party ever thought seriously about them again. 
Some blame Portugal's rough ride to democracy on 
the absence of some such reassuring presence. 

But one man provides a fair part of what kings 
are supposed to do: continuity with the (albeit re- 
cent) past, a sympathetic yet glamorous image of 
what it is to be Portuguese and a likeable face 
abroad. Mr Mario Soares, the 63-year-old president, 
is far more popular in the role of "King Mario" than 
as a somewhat ineffectual three-time prime minis- 
ter. A charismatic, plumply easy, polished old- 
stager, his political antecedents amount practically 
to a dynasty in Portuguese terms: his father was a 
minister in the days of the First Republic. 

In sharp contrast to his predecessor, Mr Soares 
has abolished the battle of the two palaces—Belem, 
his own, and Sao Bento, where the prime minister 
lives. The two have had their differences: for exam- 
ple, Mr Soares felt the government was being too 
stingy with pay rises for the armed services. In gen- 
eral, however, the two project teamwork. In Bonn 
recently, Mr Soares praised the two parties’ consen- 
sus on structural reforms, saying that “cohabitation 
Portuguese-style is turning out to be different from 
the French and more fertile." 

It is important that it stays that way. The gov- 
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ernment is halfway through repealing three bits of 
post-revolutionary law that have the economy in a 
half-Nelson. The labour laws of the 1970s have been 
rewritten, to give employers greater freedom to fire 
workers and to hire them legally on contract. After 
some apparently messed-up negotiations with the 
trade unions, the PSD got the measures through the 
assembly in April, but not before big demonstra- 
tions against them, including a fairly general strike. 

agrarian-reform package put to the assem- 
bly in early May is supposed to sort out the confu- 
sion over expropriated land in the south, The new 
laws would break up many of the remaining collec- 
tive farms, give most of the still-occupied lands back 
to the original owners or their heirs and offer fairly 
meagre compensation. Less important bits of the 
legislation include incentives for pooling tiny hold- 
ings in the north and slightly less rigid farm-tenancy 
rules. The psp has the votes to push this one 
through, and it will. 

In March the assembly approved a new law pav- 
ing the way for partial privatisation of some of the 
companies nationalised in 1975 and another law 
authorising the complete sale of state-owned news- 
papers. Full privatisation and indeed full reform of 
farm ownership will not be possible until the con- 
stitution is redrafted and the protection that it gives 
to “conquests of the revolution” bites the dust. 
This, the trickiest of a tricky lot, will require a two- 
thirds majority of the national assembly which the 
government does not have. Though the Socialists 
agree with the general drift of the changes, they 


want to use their rare moment of influence to secure 


RE Ce P hr "ALS dL 
some changes of their own on different subjects. Mr 
Cavaco Silva says that he does not want to carry 
through constitutional reforms if he cannot do 
them properly. He seems prepared to wait. 

The prime minister attracts two sorts of almost- 
contradictory criticism these days. He is blamed for 
not having moved faster with reforms, and specifi- 
cally for not having pressed for constitutional 
changes when his electoral victory was fresh. "They 
ruled very well when they had a minority govern- 
ment,” says Mr Pedro Ferraz da Costa, head of the 
Confederation of Portuguese Industry. "Now they 
have lost momentum. They don't know where they 
want to go." Meanwhile, others complain about his 
abrupt, no-compromise style. "They have to learn 
to compromise. They have been too arrogant," 
claims Mr Vitor Constancio, head of the Socialist 


party. 

Mr Cavaco Silva replies that complaints that he 
does not consult or compromise "won't stick: con- 
sultation does not mean consensus." He thinks that 
by refusing to placate special interests, he preserves 
the national interest. “It is not authoritarianism,” 
he says. 

Whatever it is, it is losing him popularity. In its 
April monthly opinion poll, the weekly O Expresso 
found a positive rating of 4396 for the prime minis- 
ter, down from 6996 as recently as November. Mr 
Soares's positive rating, by contrast, was 7096, only 
a little down from its peak. All this would matter 
more if the figures were 20 points lower or if other 
political leaders showed strong signs of attracting 
the dissatisfied. So far they do not. 





Too loyal opponents 


S VOTERS desert the extremes for the middle, 
the only party seriously to challenge the PSD is 
the Socialist party. Since Mr Soares was translated 
to grandeur in 1986, the party has been led bya 
man every bit as technocratic as the prime minister. 
Mr Vitor Constancio, head of the central bank dur- 
ing the last Socialist government, is thoughtful, 
intelligent, respected: what he lacks in charisma he 
makes up for in competence and incorruptibility. 
He looks, in fact, like an admirable leader for a cen- 
tre-right party- Yet his Socialists re-elected him as 
party leader in February with over 90% of the vote. 
That is more than the popular Mr Soares ever got. 

It seems the obvious moment for the Socialists, 
who lost votes to the PSD in 1985 and 1987, to start 
winning them back. They may do so, but not yet. 
The party's popularity is edging up, but only slowly. 
Mr Constancio's approval rating in the April poll 
was 2696, about the same as the previous month, 
but lower than February's 3196. 

The difficulty for the Socialist party, given its 
relatively low-key leader, seems to be its lack of a 
clear identity separate from that of the governing 
PSD. The party is centrist and unradical, rather like 
its Spanish counterpart. "We have our differences 
with the government and we have been showing it," 
says Mr Constancio. "But we want to operate as is 
normal in a European democracy." There is genu- 
ine consensus on many issues. Responsibly, the So- 
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cialists are anxious not to contribute to destabilising 
the newly stable government. They want, too, to be 
the normal alternates in power. All that implies 
pulling a few punches. 

For all Mr Constancio's solid party base, there 
are others who could challenge him, stressing social 
justice over competitiveness. The most obvious is 
Mr Torres Couto, leader of the moderate trade 
union, the General Union of Workers (UGT). 
Formed in 1979 with the encouragement of the So- 
cialists, the Social ocrats and foreign 
organisations, the UGT is still smaller than the Com- 
munist-dominated General Confederation of Por- 
tuguese Workers (cGTP). Though most of its mem- 
bers are Socialists it has no institutional affiliation 
to that party, and a growing minority of its members 
have voted for the Psp. The union and Mr Torres 
Couto played a prominent role in the general strike 
in March. In April the poll found Mr Couto the 
most popular of all union leaders—and ahead of Mr 
Constancio. 

Another possible is Mr Antonio Barreto, a for- 
mer agriculture minister from Mr Soares's first gov- 
ernment who has returned to politics after a spell of 
voluntary exile as an academic. Currently the par- 
ty's official spokesman on education and unofficial 
adviser on agriculture, he needs to build a base in 
the party. Three or four competent and liked Social- 
ist delegates could also give it a go if the party were 
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to lose, badly, in the general elections in 1991. Any 
effective leader or candidate probably needs Mr 
Soares's imprimatur. It is said that he makes life a 
little tough for the current incumbent. He might be 
easier on a successor-but-one. 

Though the Socialist party has long been reso- 
lutely anti-Communist, it is fed by a stream of disil- 
lusioned ex-Communists (among them Mr Barreto). 
The stream could well increase, for the Communist 
party, the pillar of anti-Salazarist resistance and now 
Western Europe's last hard-line bastion is in trou- 
ble. Its old 1896 of the vote has vanished. Fewer 
than 496 of those polled in April said they would 
vote Communist now. 

The party has two problems, One is the upsurge 
of a new and younger group within the party itself 
that wants to pursue less dogmatic policies. The 
leaders have resolutely tried to sit on it, but can no 
longer do so privately. The other problem is what 
seems to be the general deradicalisation of the work- 
ing class. The Communists say that the CGT? is tak- 
ing members from the moderate UGT, and not vice 
versa. But the CGTP seems to be increasingly con- 
fined to low-skilled jobs in state industries, 

Until now Communists and Socialists’ have 
found it hard to make common cause. That may be 
changing, at least at the margin. Communist and 
Socialist bank employees. ganged up in April to de- 
feat the psp leader of their union, the most impor- 
tant in the UGT. If the new pragmatists within the 
Communist party win (which is unlikely while Mr 
Alvaro Cunhal, the party leader, is there), that will 
help left-of-centre collaboration against the psp. If 
they lose, the Socialists should at any rate pick up. 
new members. 

Less obvious are the prospects for the PRD or 
the CDs. The rRD's vote slipped from 18% in 1985 
to 4.996 in 1987, and the withdrawal of General 
Eanes will probably condemn it to oblivion. The 
CDS is a different story. The cps’s share of the na- 
tional vote slid to 4.496 last July from 1096 two years 
earlier, and the most recent poll puts: voting inten- 
tions at 5.876. But it cannot be written off. Mr 
Freitas do Amaral, who left the party he founded to 
run for president, came back to what remained of it 
in January. He is a real politician, with something of 
the Soares magic and maybe more of a mind. 

"We are starting again from zero," he says. 
"The membership is small, the local organisation is 
weak, and we have no funds." Actually they are a 
little below zero: Mr Freitas do Amaral owes some 
60m escudos from his last campaign. The cps is 
stressing privatisation, tax reductions, the fight 
against red tape, family benefits: all psp policies i in 
the last election. Mr Freitas do Amaral is focusing 
on next year's local elections, where he hopes to 
hang on to most of the party's 12-1396 of councils. 
Beyond that, the 1991 presidential race looks an un- 
likely shot, with Mr Soares popularly ensconced. 


Where haveallthecaptainsgone? — . 

One thing that could throw things into a tizzy is the 
emergence into politics of a formidable military fig- 
ure. All the major parties except the Socialists con- 
sidered a military candidate for president in 1986. 
For the moment, the armed forces have vanished 
almost eerily from the political scene. General Otelo 
Saraiva de Carvalho, who masterminded the coup 
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in April 1974, is in prison. General Antonio Ls 
nola, the first head of government, takes no interest 
in politics these days. Lieut-Colonel Vasco Lou- 
renco retired from active service in late April and 
said why to a local newspaper. The armed forces are 
quietly forcing out those of their number who made 
the revolution; he says. He is thinking of joining the 
Socialist party and, perhaps, become active politi- 
cally. He is 45 years old. 

Though there are divisions within the military 
between the political left and centre-right, they rally 
in the face of perceived attacks on the prestige of 
their institution. The loss of Africa has meant a loss 
of identity: they no longer know what they are here 
for. Their numbers have been sharply reduced too: 
today's 39,000 soldiers, 14,000 sailors, 13,000 air- 
men, even added to some 37,000 policemen of vari- 
ous stripes, are fewer than half the armed forces at 
their peak. The share of defence spending in the 
budget has dropped from 5096 in 1970 to less than 
1096 in the second half of the 1980s. There are con- 
stant arguments over whether obligatory military 
service should be en 

The armed forces are re ill-equipped within NATO 
and many feel it, especially next to Spain. They also 
feel hard done by in terms of pay. They have fallen 
behind civil servants and other professions, and this 
year's pay increases caused friction. The basic com- 


` plaint is that the armed forces have lost prestige and 


that their contribution—to the revolution, to soci- 
ety—is deliberately being undermined. 

All this does not mean that Portugal is on the 
verge of another military coup. The armed forces 
were by and large content to leave government 


when they did, in 1982. The 25th April Associa- 


tion, which groups those most interested in 1974, is 
a pacific outfit more given these days to rhetoric 
than revolution. The armed forces claim to see 
themselves as the guarantors of free elections, not as 
active participants. As long as Portugal remains in 
the European Community, the chances that they 
will again assume a formal political role must be 
minimal. 

That does not ym out the individual colonel or 
general leaving the barracks to challenge civilian 
candidates at the polls, however. Several names are 
often mentioned as possibles. They include General 
Mario Firmino Miguel, the army chief of staff, and 
General José Lemos Ferreira, chief of the general 
staff, who is due to leave office in August: There are 
doubtless others. 

None of this need keep a prime minister with an 
absolute majority in the last election and a still- 
whopping 43% approval rating awake at night. But 
Portuguese voters are fickle, as a former president, 
General Ramalho Eanes—whose party went from 
1896 to 596 of the vote in consecutive elections— 
found out. So are parties. The PSD turned over two 
party leaders in four months before Mr Cavaco 
Silva came along; several senior members dislike 
him, though they will not act on it if he remains the 
vote-getter he has been. He has no heirs apparent in 
his cabinet ready to race to the head of the column. 
All in all, Mr Cavaco Silva's chances of being re- 
elected prime minister in 1991 must be rated high. 
And, for once, the economy is unlikely to prove the 
ruling government's Achilles heel. 





















The Portuguese economy is growing at a pace unmatched since the early seventies. The cumulative real 
growth of GDP in 1986 and 1987 was close to ten per cent, and current forecasts point to a further 3.5 to. 
per cent increase in 1988. Pus s E 
Private investment has been by far the most buoyant component of domestic demand and this single fa 
| underlines the confidence that prevails among private agents. There are good reasons for such confidenc 
|. The country is enjoying a politically stable environment, with a Government supported by a solid majori 
| in Parliament, and is in a healthy financial position. This is largely the result of the external adjustme 
program implemented in 1983-84 and of the favourable international environment as of 1985, but 
domestic actions also deserve some of the credit. In fact, Portugal used a large part of its terms of trade 
| gains to solve its financial problems. The Government, for one, retained most of the oil-price related 
| savings of 1986 to reduce its borrowing requirements, instead of passing them to consumers through low 
"prices. Furthermore, the Government and public enterprises have been repaying a large proportion of the 













est to EC average; 
double-digit real rate of growth. 


mplacent. They wish to use the current 
ilst keeping the macroeconomics under control. 
Wage moderation is still a major policy concern, so as to warrant the fulfilment of the ambitious inflation: 
reduction targets. The agreement reached between the social partners earlier in the year as to the wage. 
guidelines for 1988 was a successful step in that direction. Monetary policy will remain prudent: a target 
range of 10 to 13 per cent was set for the growth of the liquidity aggregate L~, which consists of currency, 
deposits (both demand and time) of residents and Treasury bills. This target means a further, significant: 
deceleration of the growth of overall liquidity of the economy. Public sector austerity will also continue, 
with a projected slight reduction of the primary deficit. 


This prudent policy stance means that macroeconomic stability is seen as a necessary condition for the. 
sustenance of the current confidence climate amongst economic agents and specially private investors. - 
Among these, foreign investors are showing a particular confidence in business prospects in Portugal. Data: 
for the first quarter of 1988 show foreign investment trebling vis-a-vis the first quarter of 1987 (and in 1987. 
the real growth rate had already been of the order of 50 per cent). Investors are taking the opportunity to. 
use the comparative (and absolute) advantages of Portugal as a basis to produce for the European national : 
markets and later for the enlarged single European market. In spite of the large growth rates of the last. 
few years, foreign investment is still comparatively small; so that there are plenty of good investment 

opportunities left. As always happens, the first to take them up will reap the best fruits. A 
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A RELIABLE PARTNER 
FOR YOUR 
INVESTMENT 
IN PORTUGAL 


IPE, the holding structure of the biggest in- 
dustrial group in Portugal, is a joint stock 
company with its equity totally subscribed 
by the state and public entities. 

Capital: 23.0 billion escudos (app. 165 mil- 
lion. dollars) 

Portfolio: 80 private corporations 
Aggregated turn over: app. 2.2 billion dollars 
IPE, a solid and dynamic partner of the pri- 
vate initiative. 


ipe 


Investimentos e Participações do Estado, S. A. 
zo \ - Tel. 766082/6 - Telex 14176 IPELIS P Telefax 00.35.11231091- 
























Growing, growing 


& E ALL learn in the textbooks that confi- 

dence is a very important force in the econ- 
omy," says Mr Joaquim Ferreira do Amaral, the 
minister for.trade and tourism. "In Portugal we 
learnt it the hard way." Confidence was in short 
supply until recently, as Portugal tried to make up 
for three things: decades of low investment in pro- 
ductive and human resources, neglected until the 
1960s; the long reliance upon its colonies to provide 


cheap raw materials and revenue and to buy manu- 
factured goods: and the dislocations of a revolution .. 
which, for all the good it did, chased away managers. 


and investment. 

Portugal has had two persistent problems: ex- 
ternal current-account deficits that touched 13.9% 
of GDP in.1982, and public-sector deficits amount- 
ing to almost 25% of GDP in 1982. The first is under 
control, for. the moment. The second is better, 
though not better enough. : 

Because Portugal makes so little of what it con- 
sumes, what.the Portuguese do to their economy. 
matters less, in the short run, than what others do. 
Ít is one of the-most. open countries in Europe: to 
outside influençes. Total trade in goods and services 
equals 75% of GDP, its gross foreign debt 45%. 

Portuguese imports include four-fifths of its en- 
ergy, up to half its food, and most of its capital 
goods, just for starters. Policies to:stimulate growth 
quickly end up stimulating the trade deficit. A sub- 

tle nudge to wages to encourage demand e quickly 


turn into a knock-out punch with a small fallin the 


dollar, the price of oil or world interest rátes. 

«The past decade has seen two go-stop cycles-in 
which growth has had to be lassoed round the knees 
when the external account got into trouble: Portu- 


gal's first constitutional government began spend- 


ing more than it could afford. Real wages.had risen 
by about 25% in 1975-76, social welfare was-in- 
creased, subsidies to newly nationalised enterprises 
were accelerated. Consumption surged, sucking. in 


imports. Portugal signed a one-year stabilisation. 


agreement with the IMF in 1978 and pur the brakes 
on domestic demand. 
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In 1980-82 expansionist pa, Prompted this 
time by the centre-right coalition government, 
again led to problems in the balance .of payments. 
Back came the Mr. Portugal. ended.1985 with con- 
sumer-price inflation (despite undoing a lot of con- 
trolled prices and subsidies) two-thirds of what it 


..hàd been but still running at almost 2096; an escudo 
«which bought about. half the dollars it had three 


"years earlier; real wages in manufacturing 1596 be- 


low their level i in 1980; average annual growth over 


_ the three years of less than 0.5%; and its first (mod- 
est) current-account surplus in years. It was an he- 


roic achievement, but a costly. one. 





Go-go growth, for a change? in 
Halfway through a third cycle which. mers for 
once, be go-go, Portugal now. has: slightly. better 
management and à lot better luck. The stabilisation 
programme. straightened. out the external deficit 
and reduced the growth in debt. From 1985 oil 
prices, interest rates and the dollar all fell; in 1986 
Portugal needed to sell only-8896:4s much as the 
year before to buy the same volume of imports, 
though that figure rose a little in 1987..And mem- 
bership of the EEC brought more foreign exchange 
coming in on current and capital account. 
Even officials were surprised by the speed of re- 
covery, as real growth went from 3.3% to 4.396 in 
1986 and a likely. 5% in’ 1987. Real wages rose in 
1985 and 1986, then a little less in 1987 after the 
government.set. up a new:system.of wage. negotia- 
tions pegged to future inflation. Real domestic de- 
mand, led by private consumption and increases in 
previously disastrous investment, grew. by about 8% 


` in.1986 and almost 10% in 1987. Investment last 


year rose by 20%. Tax breaks for it made a differ- 
erice; so did new infrastructure. programmes and the 
first big Brussels money. Vg 

All this. upset the balance of trade, however. 
The volume of imports rose by more than 40% in 
1986 and 1987, twice as fast as even quite nippy ex- 
ports. Increased earnings from tourism and. emi- 
grants’ remittances saved the day, producing acur- 
tent-acçount surplus of $1.2 billion in 1986. This 
shrank to about $650m in 1987. 

Inflation, meanwhile, which had been over 2596 


* in 1983 and 1984, declined to 8.2% in March 1988 


over the previous March. The number of the regis- 
tered unemployed fell from under. 9% to 6.6%, 
pushed down partly. by new youth-training schemes. 
At the same time, public finances improved, 
The government budget had moved into steadily 
mounting deficit until 1984, when its borrowing re- 
quirement was -13.496- of GDP. Public enterprises 
borrowed too, up to 11:496 of opp in 1982: Through 
good luck, good growth and some good policies, the 
government halved the total public-sector deficit in 
two years to under 1196 of GDP in 1987. Direct taxes 
were lowered, indirect taxes-raised..À new VAT tax 
in.1986 brought about 234 billion:escudos into the 
treasury that year. Taxes on petroleum products 
were increased when the oil price fell,.almost dou- 
bling receipts from it. The fall in import prices al- 




















Christmas all the 


year round 











lowed cuts in subsidies to state enterprises. 

Most people now agree that the time has come 
to cool down a bit. (Monetary policy has tried to be 
cool since the first half of 1987.) The government 
reckons GDP growth in 1988 will be 334%, though 
some other estimates are lower. The current ač 
count is officially expected to show a surplus (the 
OECD predicts a slight deficit). Private consumption 


growth is to be halved, mainly through rationed: - 


bank credit and higher interest rates. Inflation is op- 
timistically put at 6%: Total public-sector borrow- 


ing is estimated at 10.596 of GDP, which i is about the. 


same as last year: 
So much for year-to-year: “changes. Portugal's 


medium-term strategy, set out iri a programme in. 
March 1987:and'updated in January 1988, is toen- 


courage greater competitiveness: through - gradual 


. structural change while: pushing: investment-led 


growth above the EEC average. Policy makers accept 


that this may unbalance the current account until 
1994.. Reducing the public-sector deficit as a per- 


centage of GDP to half 1987's level by 1990'i$ an- 


other goal. So is reducing inflation to EEC levels:by” 


1989 (and, officials say, at^ some point to follow 
Spain into the EMS). 

The mere fact that a: reasonably thought. 
through medium-term strategy exists, and that it 
comes from a government which has a medium- 


term future itself, is a plus. Some of the goals (real: 


wages, investment, growth) look more feasible than 
others (inflation, public-sector deficit), however. 


The strategy thus implies a widening trade defi- ” 


cit, probably taking the current-account deficit with 
it; and a reasonably expansive budget. Portugal can 
afford the former for a while: It has plenty of foreign 
capital flowing in and reserves (including gold) 





Joining the club 


6 Y GENERATION saw joining the EEC as a 

political. growing-up, without thinking too 
much about the economic consequences,” says Mr 
Fernando Ulrich, executive director of the Banco 
Portugues do Investimento. "Those are now-begin- 


ning to sink in." Yet for all the talk of the blood; 








equal to about half its foreign debt. Since late 1985 
it-has renegotiated dnd repaid slices of that debt, 


-anid expects to make similat^net repayments this 


year. The budget ideas may be riskier. 

The prime minister is very much in charge of 
economic policy in his country. When Mr Cavaco 
Silva was finance minister in-1980-81, he presided 
over the beginning of an unsustainable boom. He 
will not wish to repeat the experience. But there is 
not much room for spending cuts in Portugal’s bud- 
get: The government’ can: hardly reduce social 
spending after last year’s campaign promises to in- 
crease it. Most EEC money requires counterpart 
funds from Portugal. The treasury s otherwise-desir- 
able shift from borrowing from the central bank to 
borrowing from the market has raised costs too. A 


< quarter of current expenditure is earmarked for 


debt interest, That leaves cutting civil servants, and 
cuts are planned. 
Raising money without actually raaking anyone 


«pay all that. much looks the best answer. 


Privatisation is one of the government's great white 


“hopes. The overhaul of direct taxes planned by the 


finance minister will replace a jumble of taxes with a 
simplified personal tax and a corporate tax on in- 
come from all sources. It should erilarge the tax 
base, close loopholes, lower rates and raise money, 


“but not until 1989. 


Whatever problems the future may bring, Por- 
tugal can, for once, count. on a few years to concen- 
trate on modernising industry and agriculture; im- 
proving its infrastructure; tackling overweening 
public enterprises; improving the public administra- 
tion; and investing in better education. And it can 
count on the money. Brussels is proving a more gen- 
erous fairy godmother than anyone expected. 


sweat and tears that-adapting to Europe will mean, 
most people's mood today is still euphoric. Entry 
has so far brought plenty of benefits with few costs. 

In the first two years of membership, Portugal 
got some 137 billion escudos gross in cash from the 
Community, or 88 billion escudos- net. (That is on 
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- A MACROECONOMIC STRATEGY FOR CONTROLLED PROGRESS — 


|... GROSS FIXED INVESTMENT - 
Real growth role . 
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“INFLATION and UNEMPLOYMENT | FOREIGN DIRECT INVESTMENT 
CPI growth rate and unemployment rate . . Bilion Escudos ^. 
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Espirito Santo Financial Holding SA. 


Whats Portugals only 
Multinational Financial Group 
and a major 
Italian Financial Institution 
doing 1 in Paris? 


Quite a lot. p This partnership makes Espirito Santo, 

The Espiri to Santo Group has just acquired a Portugal's only multinational Financial Group, | 
new partner in Paris through Société Baneairede — uniquely placed to handle the de-regulated EC ` 
Paris, namely Cassa di Risparmio di Padova e marketplace in 1992. 

Rovigo (Italy). . Simply because we've already started. 


PORTUGAL 


Banco Internacional de Credito S.A. Espirito Santo Sociedade de 
FRANCE -© -in partnership with Caisse Nationale de Credit Agricole =. > Investimentos S.A. 
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Telex: (042) 643203 Telex: (0404) 62353 Telex: (0404) 28608 Telephone: (3511) 689137/8/9 
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Espirito Santo International Holding S.A. Espirito Santo International Holding S.A. 
London Representative Office Consultant 
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Telephone: (01) 588 0458 Telephone: (322) 3549019 
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Madrid Lausanne & Geneva Investimento S.A. Grand Cayman 
Rio de Janeiro & Sao Paulo in 
partnership with Caisse 
: Nationale de Credit Agricole and 
the Monteiro Aranha Group. 
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figures from the finance ministry; everyone calcu- 
lates it differently.) The ministry reckons that 
1988's net inflow will be more than one-third higher 
than last year's 55 billion escudos. Most of it comes 
from the “structural funds” and is being spent im- 
proving things like roads and railways, telephones, 
training, irrigation. Agriculture absorbs about 30% 
of it. Portugal's trade with the Community has dou- 
bled since 1985. Its balance, however, has flipped 
from rough equilibrium to a deficit of 284 billion 
escudos in 1987. Early 1988 showed a similar trend. 

Foreign investment has been flooding in. Portu- 
gal looks likely to double its previous stock of for- 
eign investment in its first three years of member- 
ship. From January. 1986 to the end of March 1988, 
more than two-thirds of the new capital came from 
EEC countries. 

One reason for the relative lack of angst is that 
many of Portugal’s imports of non-agricultural 
goods already came in lightly taxed or untaxed. Un- 
like Spain, Portugal was an EFTA member when it 
joined, and the EEC and EFTA had lowered trade bar- 
riers, It also has had a special agreement with the 


EEC since 1972. Over half of Portugal’s imports were 


from the two groups. a OES 
The other reason is that Portugal negotiated it- 
self a sweetheart deal for at least five years. The walls 
around its domestic market will fall slowly, while 
‘EEC money pours in and Portugal's own: products 
(textiles, for instance, and tomato.paste) get better 
and faster access to the rest. of the Community. 
Under the terms of the accession agreement 
signed-in June 1985 (Portugal has a separate deal 
with Spain): ; 
€ Industry. Portugal isto phase out its tariff barri- 
ers against imports from the EEC in séven years. Tar- 
iffs on non-agricultural imports from third coun- 
tries (outside the EEC and EFTA) are gradually being 
reduced from their average 1985 level of 16% to 596 
by 1993. Though Portugal can keep quotas on some 
products from Japan, GATT and Eastern European 
countries for seven years, the quotas must rise. 
Meanwhile, quotas on Portuguese exports to EEC 
countries are increasing more quickly. 

€ Capital. Portugal undertook to phase out restric- 
tions on capital movements in seven years too. Di- 


rect investment from EEC sources is to be free after 


four years. Portugal already has liberal rules on the 
repatriation of capital and profits from foreign 
investments. : 
@ Agriculture. For 85% of Portugal’s farming, EEC 
tariffs and prices were to be phased in over ten 
years, in two five-year stages. Some products like 
wine, olive oil and processed tomatoes are subject to 
Brussels rules earlier. There is also a ten-year transi- 
tion on fishing. 
€ Financing. Portugal will collect EEC levies and du- 
ties on third-country imports of most agricultural 
products during the first five years; but it does not 
have to hand the money over to Brussels. Since 
1986 it has been paying to Brussels the EEC’s com- 
mon external tariff on imports of other products. It 
also gets a refund of its VAT- or GNP-based contribu- 
tions, a refund that will be steadily:reduced. 
Portugal, too, is eligible for a special grant of 
700m ecus (roughly $850m).to help restructure its 
agriculture from 1986 to 1995. A number of grants 
are available from the European Regional Develop- 



















ment Fund (for which the whole-country qualifies), 
the Social Fund and the Agricultural Guidance 
Fund. The state and private sectors are to have spe- 
cial access to project-related loans from the Euro 
pean Investment Bank. 

Along with the EEC deal, Portugal and Spain 
have rewritten their own bilateral rules. Essentially, 
Portugal extended to Spain the same terms it had 
fixed with the rest of the Community. Spain, which 
has much slower EEC integration rules on industrial 
products, gave Portugal especially privileged access. 
Portugal’s duties on industrial imports from Spain 
had been lowish, while Spain's on imports from 
Portugal were as high as 50% in some cases. Spain 
and Portugal agreed to abolish from January 1986 
all duties on industrial trade between the two coun- 
tries except in textiles, tomato concentrate, cork 
and some petrochemicals. In November 1987 textile 
trade was eased, and other adjustments made. _ 

The biggest immediate impact of joining the 
EEC has been Portugal’s vastly increased trade with 
Spain. Spain is now its fourth largest market iri the 
Community taking more than 996.of Portugal’s to- 
tal exports. In two years Spain has jumped to being 
Portugal's biggest supplier after West Germany, 
providing almost 12% of its imports in 1987. Portu- 
gal, however, has increased its exports to Spain even 
faster. Whereas in 1986 Portugal's exports to Spain 
paid for only 48%. of its imports from it, iñ 1987 
that ratio had risen to 5396. In the first two months 
of 1988, by contrast, Portugal's purchases from 
Spain increased more steeply than its sales to it, wid- 
ening the bilateral trade deficit by 73% over the 
same two months a year earlier. Officials are 
wortied. 


When the party's over 
From the early 1990s things are supposed to change. 
Portugal then has to start paying its full VAT con- 
tribution plus third-country levies to Brussels, and 
begin repaying some of its loans. Structural funds 
will probably have shrunk in real terms, though Por- 
tuguese farmers will be qualifying for more auto- 
matic guarantee funds. The flow to Europe's poor- 
est country will probably always be kept positive, 
but not as much as it has been. 

EEC deadlines are always a movable feast, and 
two things are shoving them back now for Portugal: 








































Put your money 
~ where your 


men are: 


Ede ud 1088. Th e: ane is iris dive ards àsin- 
gle internal market by 1992. ; 

For Portugal, even more hpn for Spain, des sin- 
gle market is-one of those great-ideas that it would 


really like to take seriously in around 20 years. The 


two newcomers have only started breasting the first 
wave of tariff, price and tax changes which the rest 
of the Community has assimilated. They are wor- 
ried about being knocked off their feet-by the sec- 
ond wave—the removal.of technical barriers to 
trade that.their fellow-members are ready to under- 
take. Hence when people in Britain or Holland talk 
about an "internal márket", their:equivalents in 
Portugal, Spain and Greece answer "social cohe- 
sion". That means, basically; agreeing to further 
liberalisation at the price of more money and more 
time to get ready for it... 

“Our two goals now ate to consolidate the ides 
of the Brussels summit and to:move harmoniously 
towards the internal market,” says:Mr Vitor Mar-. 
tins, Portugal’s secretary of state for European inte- 
gration. The Brussels summit:had three main impli 


cations for .Portugal. . The :heads:of government .. 


agreed to double the regional funds: for less devel: 
oped regions, but left unsettled exactly-how to di- 
vide the bigger pie. The Brussels summit also agreed 
on the details of a new Portuguese industrial devel- 
cone fund, worth 2 billion ecus in. grants nd 
loans between 1988 and 1992, E 

E agreement to reduce Te e a 
tural spending means that Portugal will need more. 
time to adapt its.own.(higher) farm prices.: Portugal- 
has got an extension of up to five years, mainly on“ 
cereals. It wants and will get exceptions from other 
single-market deadlines: on: fiscal: harmonisation; 
for instance. Cynics say that only in Portugal is. 1992; 
reckoned to be inthe twenty-first century. 

One likely change from. Community EA 
me hid: to measure, has to do. ide how Ponu” 














The Partugudie are rather good in Brussels. Like the 
Irish: when they tagged: along: behind Britain, less 
was expected of Portugal than of co-joiner Spain, 
and its needs were perceived as real. The Portuguese 
have bent over. backwards ‘to. learn. their. briefs. 
Some say it is easier to deal with them than with the 
Spaniards, whose first offer is all too apt to be their 
last. It is also cheaper: yielding. to little: Portugal 
costs pennies, giving in to'Spain costs pounds. : 

» But Portugal in Brüssels depends on the bureau- 
cracy at home, and that—large; unwieldy:and low- 
tech—is not one of Europe's. best. Many ofthe 
bright people in it appear desperately. overworked, 
perhaps because so few of the really. incompetent 
ones: are fired. The civilservice needs. to «be 
modernised, more productive, better paid and com- 
puterised, says Mr Miguel Cadilhe, the finance min- 
ister. A start has been made: the customs service has 
new computers. © = 

Those. Portuguese who are not maned by 
the flow of cash arid camaraderie from Brussels have 
the odd worry about just-what the EEC will do for 
Portugal. Some worry that Portugal’s farmers and 
small businessmen are too uneducated and too poor 
to put together enough projects to get all the money 









































they are entitled to; Others worry about just the op- 


posite, that too much money will come in; wreaking 
havoc with the money supply and, through match- 
ing fünds, with the budget. Portugal wants Brussels 
to reduceits co-financing requirement. = an aver- 
age of 40% to 25%. 

~One risk is that with chedp money ae 
people will throw it about. Subsidised investment 


has artificially lowered.the cost of capital, obscuring. 
. the need to choose investment projects with: the 


greatest returns. That is where matters:could go 


-wrong in Portugal, which left to its own devices is 
- longer on labour than on. capital. Unemployment 
. has-not yet reared its ugly head, à as it tas i in-nearby 
‘Spain. It will. E "E s 





School time - 


(€ J)ORTUGAL isa country which has exported 
manpower more than it has imported capi- 
tal," says Mr Vitor Corado Simoes, an economist 


who is now assistant director of Portugal's Foreign 


Investment Institute. Some 2m people emigrated: 
permanently or temporarily between 1950 and: 
1970, a total equal to about three-fifths of the 
workforce i in the latter year. At its pre-revolutionary: 
peak in 1972-74 of about $50m a year, direct foreign ' 
investment in companies was not even 0.576 of GDP, 
Both sides of that-equation are changing. 

By the early: 1980s legal emigration from Portu-: 
gal was running at a quarter of its 1970 level. The: 
independence of its former colonies brought:over, 
700,000 people back from Africa. Aging emigrants: 
are beginning to ‘return. too. Portugal’s resident 
population, at something over 10m today, is almost 
1.5m higher than in 1970. And, like Ireland, Spain 
and Greece, it has one of thi youngest populations: 
in Europe, with 2396 under 15 years old. Half of the 
Portuguese between 15 and 24 wantto work—again * 








a higher rate than in much of Europe. 


; Surprisingly, the labour market is so far absorb- 
ing this megablip on the demographer's screen. 
With over 4m ih work today, the percentage of reg 
istered jobless is officially reckoned to be 6.6%. Un- 
deremployment. is rife, but so is Portugal’s black 
economy, variously estimated at 10%-of.GNp (by the 
Bank of Portugal four years ago) to 20-25% by aca- 
demics today. Employers say that it can be difficult 
to hire workers not just for skilled jobs but also for 
construction. 

«Wages are rising but are still low. Hourly indus- 
trial labour-costs in 1986 were reckoned to be the 


~ ]owest.in Europe, at one-fifth the EEC average and 


one-third even of Spain's. Unemployment insur- 
ance and social security have been improved:but are 
still low: job security; at ledst until the new labour 
laws, took their place. 
Portuguese workers are cheap, Some are also 
productive. Even within a given industry, there can 
be Rege differences. Officials are increasingly con- 
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chieving high quality 
, nowadays, 


a foremost concern 
in Portugal.” 





support that effort, 


proud) Standardization, 





: Benin nd test laboratory 
: accreditation, 


^M you needtofind outo ^. 
anything on quality in Portugal, 3 


call on us. 


“We are the 





Portuguese Institute 


for Quality 
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cerned about a gap in skills in Portugal. Mr Roberto 
Carneiro, an energetic and articulate new education 
minister, is one of them. 

Though Portugal was one of the first countries 
to introduce compulsory primary education in the 
nineteenth century, the illiteracy rate, 1696 of those 
over 15 years old, is higher than Greece's. Perhaps 
45% of the rural population is virtually illiterate. 
Some 86% of the total adult population has had a 
maximum of six years education, the legal minimum 
until last year. 

Failure rates are high, especially in the crum- 
bling schools of rural regions. About 42% fail in the 

rst two years and have to retake their examina- 
tions. Only two-fifths of children reach the end of 
secondary school, and of their number, only 596 re- 
ceive any technical training. Just over one-tenth go 
on to higher education, about half the rate in most 
European countries. Only 396 of the total labour 
force thus has senior technical or university train- 
ing. 

The number of students in higher education, 
however low, is still, at 120,000, four times higher 
than 15 years ago. There were four state universities 
then; now there are 12, plus 14 polytechnic schools. 
Private universities are proliferating too. Since last 
autumn children entering school will have to stay 
there until they reach 15. Teachers are being 
trained and retrained, and in 60 poor municipal- 
ities, 130,000 children started getting a free meal a 
day this year. Some of the biggest battles are over 
the school curriculum, which is now ünder exhaus- 
tive public debate. Mr Carneiro wants to give one- 
third of children vocational or professional training 
and make other changes too. 

Mr Carneiro has many other targets, He wants 
to reduce illiteracy to 1096 by 1992, increase the 
promotion rate in primary schools to 9596, get 7596 
of students to the end of secondary school and in- 
crease the proportion that will go on to higher stud- 
ies to 2096. 

That—like building roads and railways, the 
other main priority now—will cost money. The gov- 
ernment is taking it seriously. Education accounts 
for 12.4% of the 1988 budget; last year its share was 
1196. Over four years, however, Mr Carneiro reck- 
ons they will have to invest $2 billion-2.5 billion in 
education, well-beyond even the ablest cabinet in- 
fighter's means. The EEC will come up with some of 
it, and has already made a start. 

For all the education system's current short- 
comings, many foreign employers praise the "adapt- 
ability" of their Portuguese employees, GM, for in- 
stance, reckons that productivity at its assembly 
plant in Portugal is better than in West Germany or 
Britain. Ford is considering making in Portugal the 
new electronic engine control device that it has de- 
cided against producing in Scotland. With specific 
reason, perhaps: in many industries Portuguese are 
notably more productive working for foreign firms 
than for Portuguese companies. 


Para ingles ver 

Though some foreign firms have been established in 
Portugal for ages, foreign investment was not really 
encouraged until the 1960s. By the early 1980s for- 
eign affiliates accounted for just under 2096 of all 
manufacturing sales, and close to half in industries 
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like electrical, engineering and motor parts. The 
record of foreign investors in Portugal is, however, 
mixed. 

Foreign investment helped to restructure Portu- 
guese industry towards more high-tech and skillin- 
tensive businesses and improved its international 
competitiveness. The Portuguese used to use the 
term para ingles ver—for the Englishman to see—to 
describe articles made to higher standards than 
usual. On the negative side, foreign investors 
shipped home their profits, stayed in import-depen- 
dent enclaves, and perhaps inhibited the develop- 
ment of local competitors. 

The current wave of new investment ‘seems 
rather different. There is more of it, for a start: 
1987's 62 billion escudos was two and a half times 
the previous year's rather depressed figure and a 
record. Most of it went to expand existing 
operations. i 

Two-thirds of the new money headed into ser- 
vices instead of.manufacturing, confirming the 
trend of the past few years. Retailing is a favourite 
target. Marks & Spencer opened in Lisbon in April 
this year, and Spain's El Corte Ingles is looking for a 
site there. A little less than a third of the total was 
spent in manufacturing, including two big projects 
in glass and one in wood. All three were by Spanish- 
incorporated companies. 

The big news in 1987 was the emergence of 
Spain as a close second to Britain in the league ta- 
bles of foreign investors, and ahead of Portugal's 
traditional leader, France. Whereas British invest- 
ment is going mainly to develop tourism, much of 
Spain's is heading into light industry and commer- 
cial distribution. A biggish portion of Spain's total, 
which some reckon as much as two-fifths, represents 
investment by the Spanish subsidiaries of foreign 
multinationals. Saint-Gobain, a French glassmaker, 
spent over 3.5 billion escudos via its Spanish subsid- 
iaries, for example. 
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Foreign investors have one big complaint about 
doing business in Portugal. "Don't tell me, I know,” 
says Miss Raquel Ferreira, head of the Foreign In- 
vestment Institute, “Red tape. We are trying to 
make that better but it doesn’t depend only on us.” 
The 200-odd bits of paper that have to do with in- 
vestment incentives have become legendary. But 
the tape has not been enough to strangle new in- 
vestment. Figures for the first three months of 1988, 
at 27 billion escudos, are already higher than all of 
1986. Firms like Italy’s Ariston are investing 3 bil- 


lion escudos to build washing-machines; Miele is 
spending 500m escudos to do the same. 

Last year's flood seemed in one sense like a 
fluke. The biggest single investment, by Manufac- 
turers Hanover's Portuguese subsidiary, was a capi- 
tal increase of 3 billion escudos, required by the 
banking authorities. Other banks had to raise 
money too. But financial services could, in fact, con- 
tinue to be one of the hottest businesses around. 
The biggest Eurochanges, and the most successful, 
have taken place in finance. 

Xe o 





1992 and all that 


HE Portuguese are tremendous savers for their 

barely provided-for old age. In the past five 
years they have stashed away an annual average of 
2196 of their disposable income (compared with 
334% in America and 181496 in Japan). Take away 
emigrants' remittances and that still leaves a healthy 
1796 in 1987. Traditionally almost 9096 of those sav- 
ings went into bank or building-society deposit ac- 
counts, with the odd flier on the astronomical inter- 
est rates of the now-bust Dona Branca. No longer: 
people are beginning to spend more, emigrate less, 
and save in different ways. 

The real revolution in Portugal these days is tak- 
ing place in finance. Since banking liberalisation be- 
gan in Portgual four years ago: 

@ The number of banks has been doubled, as six 
foreign and six new private commercial banks have 
been allowed (with limitations) to join the nine 
nationalised banks and three long-standing foreign 
ones. 

e Banks have started foreign-exchange dealings 
among themselves, including quite sophisticated 
forward-rate agreements. 

€ Administered interest rates have been reduced 
from a handful to two interest-rate limits. 

e A new Treasury-bill market has been formed and 
is functioning. 

e A whole new category of financial firms—invest- 
ment societies that are something like investment 


banks—has been approved, and half a dozen of 
them now frolic. f 

@ The number of companies listed on the stock ex- 
changes more than doubled in 1987 alone. The vol- 
ume of trading on the Lisbon stock exchange 
quadrupled. 

@ Mutual funds, which started in mid-1986, now 
manage 54 billion escudos. 

Not the least of the revolution is psychological, 
the yuppification of Portugal. “When I first arrived 
in .1984, it was not fashionable either to make 
money or to talk about it,” says Mr Nicholas 
Racich, who works for the almost embarrassingly 
successful Manufacturers Hanover there. How 
things have changed. 

Foreign banks (including Citibank, Chase 
Manhattan, BNP—but not Spain’s Banco Central or 
Banco Exterior, which asked to get in) played a big 
part in dynamiting old ways of doing business, by 
innovating and lowering prices. Manufacturers 
Hanover, for instance, brought auctioned syndi- 
cated credits to Portugal, lowering the effective in- 
terest rate that big borrowers had to pay on me- 
dium-term debt by three or four percentage points. 

New private-sector banks, like Banco Comercial 
Portugues or the more wholesale-oriented Banco 
Comercial do Investimento, had even greater influ- 
ence in sharpening up prices and services, and in 
persuading corporate customers to come to the cap- 
ital markets. New investment societies have done 
the same, especially the profitable cisF. State-owned 
banks responded well to the competition, shedding 
jobs, cutting costs and hustling for business. 

Liberalisation has coincided with at least two 
good years for the banks. Some have always been 
profitable, such as Banco Espirito Santo, the second 
biggest bank, and the slightly less lucrative Banco 
Portugues do Atlantico, the largest. The others be- 
gan to make money last year. Average return on as- 
sets in 1986 was 1.27%, up one-third from 1984, on 
figures from the Portuguese Association of Banks. It 
was higher still in 1987. In the first three months of 
1988 several banks reported profits or cash-flow up 
= ag times higher even than the same period of 
1987. 

New foreign banks, mainly wholesale and with 
fewer bad debts and employees than the state- 
owned banks, have had the best bargain. Manufac- 
turers Hanover says that Spain and Portugal are its 
most profitable units worldwide: in 1987 Portu- 
guese operations reported a return on assets of 
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4.6596 and a return on equity of 40.9%. But mar- 
gins, though high, are falling, from 5-6% a few years 
ago. Banks are beginning to compete. They are of- 
fering retail customers a fast-expanding range of in- 
surance-linked savings products and mutual funds, 
as well as funded pensions to their employees. 


Reform me, O Lord, but not yet 


The government has at times pushed financial re- 
form, at other times dragged its feet. For two big 
reasons: monetary policy has been exercised almost 
exclusively through credit ceilings, and the govern- 
ment’s own large borrowing needs were believed to 
require keeping a lid on the private sector. 

The rules are now being loosened. Adminis- 
tered interest rates have been reduced to just two— 
a minimum on deposits and a maximum on loans. 
The finance minister promises the end of credit ceil- 
ings in 1988, though others suspect it may take 
longer. That implies the disappearance of at least 
the maximum lending rate. Many officials fear that 
all the cash sloshing around the interbank market 
will create an explosion of credit and fuel inflation: 

The easing of credit restrictions is the good 
news. The bad is that, as things stand, banks cannot 
possibly prepare for 1992 and the opening of finan- 
cial frontiers. Some 90% of banking has been state- 
owned since 1974-75, Though the finance ministry, 
the banks’ boss, is getting more flexible and less in- 
volved in day-to-day control, state-owned banks are 
still not free to invest or form joint ventures or take 
new initiatives without approval. They cannot raise 
capital on the. stock exchange or easily carry 
through the mergers that are now toughening banks 
in Spain. xod i 

Some bankers still worry about the possibility of 
political interference in state-controlled enterprises 
such as their own. Less dramatic but more serious is 
that pay in the state-owned banks is low, and there 
are no stock options or performance bonuses. Tal- 
ented people, especially those who understand com- 
puters or who can deal, are fleeing the public sector. 

Privatisation could change that. The odds are 
that the top four and at least one other bank will be 
sold eventually. They are unlikely to be in the first 
wave of privatisation, however. They also need capi- 
tal and the government would rather keep the sale 
proceeds, thank you. j 

The government has shaken up the capital mar- 
kets too. It is moving its new debt from the Bank of 
Portugal’s back door to the markets, acquiring a 
new tool of monetary policy. Treasury bills, intro- 
duced in 1985, have been a great success. Outstand- 
ing bills rose from 150 billion escudos at the end of 
1985 to 800 billion escudos two years later. Over 
two-thirds were held directly or indirectly by the 
public. Longer-term government securities should 
come next. 

The real problem for the government and the 
real limit on financial liberalisation is the sheer size 
of government borrowing, its effect on inflation, 
and its impact on corporations seeking finance. Peo- 
ple disagree on whether the government is actually 
crowding out productive investment. Bigger compa- 
nies have learned to borrow abroad. And last year 
Portugal’s stock exchanges suddenly offered a new 
way to raise capital. 

"Any company that has even a two-to-one debt- 
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equity ratio is automatically a blue chip here,” says 


the boss of one that does not. That ratio looks like 


changing. Only 50 companies were quoted on Por- 
tugal's two stock exchanges (Lisbon does at least 
two-thirds of the business) at the end of 1985; more 
than three times that number were listed at the end 
of 1987. Though the new rules for listing are 
tougher than most companies were used to (includ- 
ing external auditors and halfyearly accounts), 
companies raised 65 billion escudos in new issues 
that year, compared with 29 billion escudos in 1986. 
Two or three companies are thinking of foreign list- 
ings too. These include Sonae, Portugal's largest pri- 
vate holding company, whose plans for a London 
listing in June may have hit a.snag after à public 
inquiry into a series of controversial share offerings. 

The stagnant stockmarkets revived in 1986, 
when new fiscal incentives encouraged share issues, 
new banks talked them up and new investment 
funds were there to buy them. Turnover quadru- 
pled in Lisbon and rose still more in Oporto. In the 
nine months to mid-October share prices increased 
fivefold, producing price-earnings ratios of more 
than 40 for many of them. Foreigners invested sev- 
eral hundred million dollars. — .—— 

Portugal’s investors suffered more:than most 
from the crash, when it came. The authorities re- 
tained for three weeks the 596 limit on the amount 
that a share could move in a day. Share prices inex- 
orably edged down nearly 5096 before they changed 
their minds. As a result, says Mr Alvaro Damaso, 
president of the Lisbon Stock Exchange, Portu- 
guese shares are still languishing, instead of drifting 
up with other markets. — ^ + 

That should begin to change soon: Companies 
are expecting good profits again this year. Though 
fiscal incentives have been reduced, the market is 
still attractive to some. In April Citibank’s Portu- 
guese subsidiary and Corticeira Amorim, a cork 
company, came to the market and raised 5 billion 


_ escudos between them. 


The stock exchanges are modernising too. Daily 
price fixings are this year becoming twice daily, a 
step towards continuous prices. Both Oporto and 
Lisbon have installed new computer systems, and 
both are streamlining their settlement systems. A 
new National Council of Stock Exchanges looks af- 
ter investors’ interests. ' i 


















` package of laws due for 
clude tighter listing requirements, insider-trading 
laws, rules. for new instruments and public offers, 
limited-liability stock-exchange. companies and 
more pension legislation. The new tax reforms may 
also reduce tlie current discrimination among dif- 
ferent forms of saving. The government is keen on 
reforming the capital markets partly to create a liq- 
uid, efficient and safe market in which to privatise 
state enterprises. Though it is not yet clear either 
how or when, some companies are likely to be sold 
through the stockmarkets this year or early next 
year. INA 

People criticise the government for lacking a 
clear overall -policy fora. financial system that it 
owns most of. It is true that there has been some 
backing and filling—for example, on stamp duty 
(off, on, now soon to be off), on tax incentives, on 
capital requirements and credit ceilings for foreign 
banks. Büt the government is right to fear too much 
innovation too soon. Foreign financial firms long- 
ing to invest more capital in Europe's latest deregu- 
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arket would do well to be similarly cautious. 
The market is small, it has a lot of banks already and 
their bubble of protected profitability will soon be 
pricked by competition... 
Aware. of their competitive handicaps and 
above all of their size, Portuguese banks are a bit 
afraid of being swamped, especially by their Spanish 
confrères. Not all, “We have to believe in our own 
capacities,” says Mr Alexandre Vaz Pinto, president 
of Espirito Santo, which has more capacity than 
most. "But even if it does happen, we have. no 
alternatives." y. 
Revolution it is, as Portugal's financiers endure 
and even enjoy their. mini-bang. But this revolu- 
tion's odd little lurches and hesitations say a lot 
about a more generally ambiguous attitude towards 
change in the country. There is a combination of 
impetuous approval of what is new. and "Euro- 
pean”, a strong gambling streak, yet considerable : 
and conservative fear of the unknown. If that. am- 
bivalence haunts the financial world, the most mod- 


















ern in Portugal, the contrasts are stronger still in 


industry. 
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Doing their own thing 


NDERMANAGED,. undermarketed,. under- 

capitalised. and- uncompetitive: that. is Portu- 
guese industry to the gloomsters. Yet industrial out- 
put has trundled along, growing by more than 396 a 
year for the past ten years, despite exaggerated eco- 
nomic cycles. Portuguese exports, most. of them 
manufactured, have increased more in the past five 
years than any other OECD country's. It is impossi- 
ble to generalise about Portugal's manufacturing 
companies, so great are the differences between and 
within industries. One thing.is certain: there: is 
more to the place than sardines and port. . 


Earning a living 


; velop in Portugal. Antonio Salazar, inspired by a 
romantic neo-Ruskinian.-view of rural society and 
traditional values, did what he could to keep them 


dustry get much encouragement, and that of a pro- 
tected, import-substituted sort. Industrial output 
then spurted at more than 1496 a year for most of 
. the 1960s, from a minuscule base. : 
: Vast swathes of the economy were nationalised 


tutions, steel, shipbuilding, chemicals, even beer. 
The smaller firms were mostly handed back to their 
owners before long. One boss ousted from a big 
semi-nationalised. industry irreverently jokes that 
the seizure was the only way to clear out some of. 
Europe's worst managers. But the impact on indus- 
try as a whole, coupled with a rotten world economy 
and sharp boom-and-bust domestic cycles, was to 
dampen output.and investment and exaggerate in- 


are beginning to think strategically. 
Thenorth-south divide-runs so deep that there 

are almost two Portugals. Over two-thirds of all 

manufacturing conipanies.in 1978 had fewer than 













Serious manufacturing has had little time to de- ” 


down on the farm. Not until the late 1950s did in- ` 


after 1974, including virtually all the financial insti- . 


. dustrialists’ endemic short-term views. A period of © 
. sustained growth looks likely now, and businessmen: 





ten employees. A lot of these pint-sized operations - 


are in the north, in the area around. Aveiro, 
Oporto, Braga, which holds about three-quarters of 
Portugal's industrial firms, perhaps three-fifths of its. 
exports and most of its private sector. This is the 
centre ofthe textile and shoe industries, which ac- 
count for two-fifths of the country's exports, ceram- 


^ics.and wine. Many are owned. and run by their 


founders: “an anarchic lot,” says one.official who 
deals with them. Relatively un-unionised, the north 
votes PSD and CDs most of the time, It is the old 
home of many colonial settlers, the new home of 
many retornados: ; T 
Oporto, Portugal’ssecond. biggest city, has an 


atmosphere all its own. Rainy and bleakly beautiful, 


Oporto inspires respect rather than affection. The 
people are different too. They are proud of their 
city, theit food, their clannishness, their football 
team (champions in 1987) and their. practical 
achievements. The keen commercial. bustle of 
Oporto and its surrounds is a tonic after the wordi- 
ness that is all-too-prevalent in Lisbon. Many firms 
there have been scrambling for several years to re- 
position themselves in their foreigh markets, 

Take the textile industry. Manuel Goncalves, 
the largest firm, launched a bond issue of 2 billion 
escudos late last year, the largest to date on the do- 
mestic market. That firm and Coelima, like others 
in textiles, have been. steadily investing in new 
equipment. Coelima reckons it is almost as efficient 
as any other European producer. The industry as a 
whole is moving away from fabric and into clothing; 
and within clothing, away from T-shirts that South 
Kóreacan make more cheaply and into fashion. The 
ceramic industry, based around Aveiro and. Coim- 


- bra,.is following much the same path, pouring re- 
- sources into higher-priced. decorative tiles, many of 


them for export... Bid Ae 
The shoe industry is another example. Its 1,000 
factories are mainly small, employing 44,500 em- 
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We are the operating Companies for Telecor 
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TLP covers the big cities of Lisbon and 

Oporto, while CTT covers the rest of 
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meet it. 
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_ployees in all. It produced last year some 80m pairs 
of shoes, of which over 56m were exported. Before 
1975 it hardly exported at all; last. year it earned 

over 100 billion escudos as Europe's third largest 

seller of shoes abroad. Producers have set up train- 
ing centres for their workers and some firms use 
computer-aided design and manufacturing systems. 

Their trade association is starting a licensing pro- 

gramme to help standardise better quality, and they 

are working to diversify sales, over 9096 of which 
now go to Europe. 

Shippers of port, for all its staid image, have 
some new ideas too. Due mainly to price increases, 
the value of port exports grew one and.a half times 
between 1982 and 1986; and 1987 was better still. 
Again, port producers fear the concentration in 
their market: Europe takes almost 97% of the for- 
eign sales: (The biggest buyers are not the British, in 
fact, but the French, though the Brits are choosier.) 
But sales to EEC countries may well increase. The 
Community has no port lake, and a bigger share of 
Portugal's wine will probably be made into port ifa 
mature market can be. expanded. Along. with. 
winemakers generally, the industry is involved now 
in a programme to replant with newer vines. One: 
campaign is to convince the world to drink dry 
white port; a delicious aperitif. 

Yet for each forward-looking entrepreneur 
there are scores of sweated workshops: Develop- 
ment is not consistent either between or across in- 
dustries, Much of the textile industry, for instance, 
is low-tech. Wages: averaged. 31,000 escudos a 
month in the clothing and footwear industries last 
September, three-quarters of the national average 
and that for a long 45-hour week; In the shoe indus- 
try, booming as a whole, three firms aresaid to be in 
a state of collapse and lots say that their order books 
are almost empty. For all this, the number of bank- 
ruptcies in Portugal fell by one-quarter in 1987. =< 

For firms in the north, a main impediment is 


lack of transport and communications. "We are be- 


ing strangled,” laments Mr Luis Todo Bom, execu- 
tive vice-president of Oporto's Industrial Associa- 
tion and a former secretary of state for industry. 
Money is being spent, by Lisbon and by Brussels, on 
new roads and railroads and on telephones, but 
there is still a long way to go. : 


The Portuguese government and the EEC are 











































disposed to spend a whacking sum to help industry 
and agriculture. Nationally, some 17.8 billion escu- 
dos was budgeted iti 1988 for "support to the pro- 
ductive sector"—much of it matching funds for 
likely EEC programmes— with the option of dou- 
bling-it. The special fund for Portuguese industry 
agreed in Brussels in February would provide 2 bil- 
lion escudos over five years. Industry is investing 
toó. 

There is not yet à clear consensus as to what 
sectors Portugal should be spending its own and 
other people's money to develop. There are those 
who think that the country’s only natural advan- 
tages are sun in the south, à handfül of medium- 
grade natural resources like cork and à reasonably 
skilled low-wáge labour force. The new labour-law 
reforms will lessen the restrictions on hiring and fir- 
ing which have for some employers outweighed the 
advantage of low pay. Their strategy is to plug away 
at the existing range of mainly low-tech exports un- 
til (if) wages rise too much, then let services, espe- 
cially tourism, pick up the slack. That is short- 
sighted, say others like Mr Jose Viana Baptista, 
president of the state-owned communications com- 
panies, CTT and TLP. “We need to specialise intelli- 


< gently. We need more value-added.” 


The debate between services and industry is not 
simple. As Mr Luis Mira Amaral, the minister for 
industry and energy, points out, it is difficult to pro- 
mote à flourishing service industry without a manu- 
facturing sector to start with: Japan's" financial 
growth followed its industrial development. But 
whatever the eventual mix of light manufacturing, 
agro-industry, perhaps a little tech, services will play 
a big role. None more than tourism. 


Portugal lives off its charm 

Toürism is no sideshow in Portugal. It is as impor- 
tant. as agriculture and fishing in GDP, and it paid 
last year for 45% of the visible trade deficit. The 
number of visits by foreigners—more than half of 
them Spaniards—to Portugal increased by 23% last 
year, and about 15% in the first three months-of 
1988. Receipts in 1987 rose by around 3096 to some- 
thing near $2 billion. Though the south and Ma- 
deira, plus Lisbon and Oporto, are the travellers’ 
main destinations, the intérior has beautiful sites 
too: room occupancy in Minho, in the north, has 
been increasing recently. Development in Madeira 
and in Minho is controlled and orderly: The prob- 
lems are where the biggest bulk of people, mainly 
British, flock: the Algarve. 

Developers in the Algarve say that, where politi- 
cal pressures matter, it takes months:and sometimes 
quite a lot of escudos to get even preliminary ap- 
proval from the local councils to build. When per- 
mission is granted, the services provided are often 
overstretched and inadequate. Unlicensed illegal 
hotels and flophouses outnumber legal ones by bed 
capacity. If the muddle continues, the result, many 
fear, will be a shambolic tourism that will not attract 
either a few big-spenders or a mass of low ones. 

"The government: wants to encourage higher- 
quality tourism, not another Benidorm. In April an 
interdepartmental group was formed from minis- 
tries responsible for everything from the environ- 


ment to transport. The bureaucrats will report on 


how to keep the Algarve the fantastic resource it 























still is. "They will then prod and help mur 
prepare local development plans. In the meantime, 
they plan first to persuade, theri punish, those sho 
run illegal hostels. 


It will be the private -sector, Rouen diat 


mainly shapes the industry. One. Spaniard who 
finds sites for development says that Portugal's tour- 
ism would take off if it just had a jet-set centre like 
Marbella, a few sheikhs’ yachts and a rent-a-duchess 
or two. But the Portuguese go up-market discreetly. 
The developers, including. Britain's. Bovis,- of 
Prainha in the Algarve, where villas can. sell for 
£125,000, have another iore gorgeous £30m 
project in mind nearby. Secluded houses in. this 
970-hectare park—with stables and golf course on 
tap—will be marketed at-a cool £500,000 or £1m 
each. 


Slimming the state sector 


The one thing most politicians and economists 
agree on is that heavy industry has little place in 
Portugal's future. Some state-owned industries, like 
the breweries, tobacco monopoly, cement and pulp 
producers, would have perfectly reasonable .pros- 
pects if someone else owned them. Others—no- 


hopers like steel and ships and chemicals concen- 


trated in the area near Lisbon and Setubal—have 
long been a drag on public finances and talent. |. 
The tentacles of public ownership.are hard to 
untangle. Some 50 non-financial enterprises are en- 
tirely state-owned and belong to a group known as 
EPNF. Another 70 enterprises in which t 





owns anywhere from 296 to 100% of the equity are - 
controlled by a national holding company (ire). 


Some government agencies make or sell goods and 
services, which go with nationalised enterprises for 


national-accounts purposes (arms, agriculture, in- 
frastructure), though some are being phased. out. A’ 


lot of EPNF subsidiaries operate under private law. 
Looking just at the EPNF group, public. enter- 
prises’ share of national value-added was. 15% in 
1986, on figures from the OECD’s new report on Por- 
tugal, up from 10% in 1977: Their share of fixed 
investment, though, had fallen to 14196 from 2096 
that year, while their proportion.of employment 
had fallen to 41296 in 1986 from 514% in-1982. 
Portugal is sorting out its nationalised indus- 
tries in different ways. It has until 1990-to meet the 
EEC's steel industry quotas and fines. At least 67 bil- 
lion escudos is being spent restructuring. and 
streamlining the national. steel | corporation, 
Siderurgia Nacional. The petrol-retailing monopoly 
has to be disbanded to satisfy EEC competition rules. 
Setenave, the state-owned shipbuilding and te- 
pair company, is likely to be split up, shedding its 
shipbuilding to a foreign firm, its repair yard to.mi- 
nority state-owned Lisnave, and its debts to. the 
state. Raw deal, says Lisnave, which has scrambled 
back almost into prosperity and wants its 40 billion 
escudos of debt rescheduled too. 
Portugal's public ‘telecommunications enter- 


prises (CTT and Tip) and the 52% state-owned: 


Companhia Portuguesa Radio Marconi, which pro- 
vides. marine cable and satellite transmission, 
reckon local and foreign competition is coming 


soon, at least in value-added services like national .- 
paging, electronic mail and enhanced data transmis 
sion. The .telephone companies have been . 























































modernising their network; CTT plans to spend $1 
billion on investment in the three years to 1989. 


Meanwhile, they are stimulating joint-ventures be- 


tween technology-rich foreign suppliers and: Portu- 


_ guese ones. They have signed two 8 billion escudos 


deals for switching equipment, one with ITT and one 


with Siemens, to manufacture digital-switching 


equipment in Portugal with local partners and to set 
up software houses: ; 


Selling the silver. . ; 
Privatisation is the ultimate planer to pay: off puli 
lic debt and improve the management of many com- 
panies. It-was-one of Mr Cavaco Silva's.strongest 
promises during hiscampaign: Yet privatisation has 
so far proved a lot less rapid than expected. . 

To get around. the. constitutional prohibition 
on selling nationalised assets, the government has 
had a bill passed to allow the sale of stakes of up to 
4996. Small shareholders and company employees 


ate to get priority: for.at least 2096.0f the issue of new 
"shares; no institution may purchase more than 10% 


of them and foreign groups and institutions may 
not buy more than 1096 of the issue altogether. 
The prime minister says he will sell one or 
maybe two enterprises before the end of 1988. But 
foreign. merchant bankers expecting a flood of 
privatisation-business against which to amortise 
their already lengthy stays at Lisbon's Ritz or Shera- 
‘ton are likely to be disappointed. It is not clear who 
wants shares ina company that may remain for ever 
state-controlled. Share prices in Lisbon are 5596 
lower than before the October crash, when 
privatisation was being talked-up. For the moment, 


` officials are content to let would-be advisers present 


their schemes, while long-expropriated original 
shareholders agitate for better compensation. 
“What Portugal really needs is a privatisation of 
mentalities,” says Mr Todo Bom, a former secretary 
of state for industry. “We have a long tradition of 
protection by the state. It is a cultural phenome- 
non,” Over and over again, the criticism of Portu- 
guese industry is to do with neither the workforce 
nor the natural resources nor the capital but the 
quality, with honourable exceptions, of its bosses. It 
is specifically their lack of strategic skills and often 
“of marketing experience, aggravated i in state compa- 
nies by low and urimodviting pay. hei main nprob- dps 
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CPRM-MARCONI 
The language of investment 


Lisbon, New York, Hong-Kong, Rio de Janeiro... 
Everyday CPRM — Companhia Portuguesa 
Rádio Marconi transmits throughout the world 
in the simplest way: communicating at a 
distance. Via satellite and via submarine cable. 


CPRM — the portuguese carrier for 
International Telecommunications. 


Further every minute. In communication and in 
profitability. Therefore, CPRM — Companhia 
Portuguesa Rádio Marconi,is today in second 
place in the national Ranking. It's the Blue 
Chip of the Stock Exchange in Portugal. 








Port Wine 


Fantastico 


PORT WINE INSTITUTE 


Rua de Ferreira Borges -4000 PORTO 
PORTUGAL Telex: 25337- IVP-P 


















MANUFACT URERS 
HANOVER - 


A Tradition of Innova on ...and Excellence. 





in Portugal 


.* First foreign bank to establish a branch in Portugal following the libe- 
ralization of the financial sector. 


November 1984 


* First to organize an:open-market, syndicated local-currency crédit. (Éscudos millions) 1988 1986 1987 





June 1986 a venera 
* First of the new wave of foreign banks to establish a branch in Oporto. Total Net Assets 19,016 | 25,145 | 39,481 
October 1986 Total Loans 8,390 12,707 25,266. 


Capital Funds 1,909 2,778 9,506 


* First tointroduce the * CRISTAL" tender panel auction system for me- 
dium term escudo facilities. * Net Income 453 868 1,502 


December 1986 Return on. Net Av. Assets 3.62% 3.93% 4.65% 


* First foreign bank to transform its branch to full banking status under ^. Return on Av. Equity 26.999 | 37.199 | 40.9% 


r se law, : - 
Portugues » * After taxes and allocations to provisions 


November 1987 





* First foreign-owned bank to float shares in the local market. 
December 1987 


* First foreign-owned bank to be listed on the Lisbon and Oporto stock 
exchanges. 


December 1987 BANCO MANUFACTURERS HANOVER (PORTUGAL), S.A. 





Lisbon: Rua Castilho, 165-2." - 1000 Lisboa - Portugal - Telex: 14740- Tel.: 69 22 00- Fax: 69 13 02 Oporto: Av. da Boavista, 1269-4," - 4100 Porto Portugal - Telex: 25106 - Tel, 69 00 28 - Fas: 69 83 15 
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lem in Portugal i is management and orga isation, 
says Mr Mira Amaral. ` 
Because Portugal came late to the postwar wave 
of American investment in Europe, it does not havé 
the generation of managers trained by Proctor .& 
Gamble or IBM that France, for instance, has. Post- 
graduate coütses ifi business.management are only 
just beginning. The first, at Lisbon's New Univer- 


sity, started in 1980 and has produced some 200 
: graduates. Another, at Oporto University,. will start 
this.year. A management mystique is gradually 





women who are to be found in prominent positions 
in Portugal. A new Portuguese Association of Busi- 
ness Women held its first meeting six months ago, 
to a packed house. 





More do less 


: C VER one-fifth of Portuguese workers still work 
l in agriculture, more than’ in any other EEC 


country except Greece. Yet Portugal imports close. 


to half the food it eats. Food and drink account for 
less than one-tenth of total exports and a lot of that 
is (very nice) booze. Farming, plus forestry and fish- 
ing, contributes only 9% to the country's GDP. In 
efficient Britain, the farming 2. 696 of the workforce 
produce 1.596 of GDP; in less efficient Spain, 10% 
produce 6%. 

Portugal’s farms have been Europe! s least pro- 
ductive for 25 years or more. Some of the problems 
are the familiar Iberian ones. Most of the farms of 
the north and centre are tiny: almost half the farms 
x of one hectare or-less-and have between them 
less than. 5% of the total land. The latifundia of the 
south, mainly in Alentejo and Ribatejo, are huge: 
less than 1% of all farms that have more than 100 
hectares. have half the land. Most of the northern 
farms are too tiny and scattered to modernise efec- 
tively, Landholding in the south, usually unproduc- 
tive to begin with, has been: complicated by the ex- 
propriations of 1974-75. ier. 

The entrepreneurial structure has also long 
been skewed against productivity, as Professor Fer- 
nando Brito: Soares. of Lisbon’s New University 


points out. Many are subsistence farms only, con- 


suming over half of what they produce and many 
are run by tenant farmers, In 1979 almost two- 


thirds of all farmers were 55 years old or more, and 


almost one-third were illiterate. = 
Small wonder that there has been little innova- 
tion. Farmers’. use of fertiliser in 1985 was not sig- 
nificantly higher than in 1971. Tractor sales have 
increased enormously, but Portuguese farmers have 
fewer than the EEC average. Though rainfall is vari- 
able, there is little irrigated land. A hectare in Portu- 
gal produces 45% of the value-added that an aver- 
age hectare in the rest of the EEC (excluding Spain) 
does, and an hour of Portuguese labour 3396. 
Though cereal harvests have risen recently, Por- 
tuguese yields are still one-quarter to one-third of 
the EEC average and two-thirds of those of Spain 
and Greece. Productivity in wine and milk is about 
half that of the EEc. The production of much fruit 
(apples, pears and peaches, for example) has de- 
clined recently, though oranges are on the increase. 
More grows in Portugal than just food, of 
course. There is a big forestty products industry: for 
instance, eucalyptus grows in Portugal faster than in 
most of the rest of Europe. Alentejo is especially 
suited to cork oak, and Portugal provides 8096 of 
what the world uses. : 
What food Portugal does manage to dii it has 





trouble selling. Farmers tend to plant what they like, 
not what buyers want. Marketing organisations are 
thin on the ground. Take strawberries. Plenty are 
grown in the Algarve, and some are sold outside the 
region. In..Lisbon, however, diners are still more 
likely to sit down to Spanish berries than Portu- 
guese ones. 

To conclude this sorry. but familiar tale of 
southern: European agriculture, Portugal’s only 
really successful edible exports have so far. been 


: port, processed tomatoes and tinned sardines. Its 


climate and location. make it an obvious spot to 
grow all sorts of early fruit and vegetables for north- 
ern Europe. [n the autonomous regions of Madeira 
and the Azores, too, certain tropical crops like ba- 
nanas and tea are grown. | Now things. are changing. 


. Yes, Virginia, there is some good news 
. In In shed |garve, citrus farming is expanding rapidly 
e 


früit rivals anything Spain can: produce. 


` There and farther north, exotic fruits like kiwis, 


strawberries and avocados are - being grown and 
even exported. Iceberg lettuce, watercress. and chry- 
santhemum cuttings are making their. way to Brit- 
ain. There has been an increase in farmers’ associa- 
tions which should help co-ordinate planting and 
the greater use of common facilities. = 

Much of the innovation is due to foreigners— 


` British, Dutch, Danes and Swiss—who have gone in 


quietly, bought land, invested in equipment and de- 
cent seeds and plants, and prospered. But the Portu- 
guese are investing more too. Some large non-agri- 
cultural firms and holding companies are talking of 
investing in agriculture. Much of the: investment, 

both official and private, is going to Ribatejo. and 
Alentejo, where landholdings are a reasonable size. 
It also has the lion’s share of irrigated.land. 

Portugal has three agricultural. obstacles to 
overcome.as it becomes part of the Community. 
The first is that the technical level of its farming is so 
much lower than the rest of the EEC. The second is 
that its agricultural prices are so much higher. The: 
third, longer-term, is what to do with the mass of 
underemployed farm workers as its farms are forced 
to become more efficient: 

In the first five-year phase of EEC transition, 
Portugal is supposed to get rid of old state regulatory 
bodies and set up new EEC-style intervention agen- 
cies, develop marketing organisations, free. prices, 
and ditch incompatible subsidies as much as possi- 
ble. In the second, EEC prices and tariffs are to be 
phased in gradually until 1996-97. 

Community and other state aids will do some- 
thing about the first problem, the need for technical 


catching on—even among the surprising number of 





















































Farmers have à 
long row to hoe 







































On the edge of 
Europe, with much 
to take and give 





is to get 700m ecus:over 


modernisation. Portuga 
reorganise its agriculture. 


ten years from Brussels 


- More than 8,000 Brussels-linked projects were ap- 


proved in 1987, with investment totalling 42.5 bil- 
lion escudos. Government and EEC subsidies were 
27.4 billion escudos. The money is being spent on 
rural roads, irrigation; electrification; technical 
training and commercial marketing-structures. In 
1988 the increase in investment in infrastructure is 
estimated at 30%. 


The hardest row of all 


Prices are the toughest part. On accession, Portu- 
gal's wheat price was 70% higher than the EEC's. 
Maize was 60% higher. Yet Portuguese farmers are 
poor. Their average incomes in 1980 were only one- 
third that of the rest of the economy, and they had 
shrunk still more -by 1985, according to Mr Fran- 
cisco Avillez, who teaches’ economics at the 
Instituto Superior de Agronomia of Lisbon’s Tech- 
nical University. Now prices are coming down, too 
fast for his and others’ liking: The price of wheat 
was 5% lower, in real terms, at the end of 1987; than 
two years earlier; maize was 14% lower; and milk 


10%, all on the mildest measure of inflation. Yet the 
treaty of accession allowed Portugal at the least to. 


maintain the real value of suchi prices. 

"]t is a matter of prudence," says Mr Atlindo 
Marques Cunha, sectetary of state for agriculture. 
“We could be popular politically if we kept prices as 
high as possible, but in five years’ time the adjust- 


ment would be very severe.” This year's prices are . 


likely, nonetheless, to be a bit higher in escudos: 


But the Brussels summit has given things a new 
twist. When Portugal undertook to lower its prices ` 
to EEC levels by 1996, it was assumed that the latter 


would rise somewhat by then. So far they have not, 


and cereal prices are likely to fall. That means that - 


Portugal’s have further to drop. The EEC has 
recognised the specific difficulties of Portuguese ag- 
riculture and agreed to give it five years riore to ad- 
just its cereal prices, — - im E NN 

The EEC has also accepted the possibility of cò- 
financing, if necessary, a special producer subsidy 
after the first phase ends, letting Portugal off pro: 
duction restrictions and land set-aside programmes: 
Along'with other bits and bobs, Portugal also wants 
Brussels to: agree to refinance its agricultural devel- 
opmenit fund when it runs out, riot just to discuss it, 
in ten years’ time. And it wants an EEC policy on 
cork and forestry. 

It looks as if Portuguese agriculture will not be 
joining the EEC fully until the twenty-first century. 
For Mr Avillez, that isa good thing. "Farmers need 
time to adjust and profit to invest. Younger farmers 
know that they must change or. specialise. They 










Coming home 


“Te main benefit for Portugal in joining Eu- 
' A rope is not the structural funds, or access to a 
market of 320m constimers, but the sheer impetus 
to make long overdue changes at home,” says a for- 
eign diplomat. Being competitively communautaire 


will put the squeeze mainly on agriculture, with - 







management and marketing, but more and cheaper 












































don't know what their options are. There needs to 


be more research to find out" ý 


Europe’s California? 2 HRS 
Though most agree on the problems, few do on the 
solutions. It is not clear where Portugal will be truly 
competitive internationally, still less how to handle 
the social consequences of abandoning its weakest 
points. ek ee 
The small farms in the poor north have the few- 
est comparative advantages. The EEC has‘too much 
of the beef and milk they go in for. But there have 
been improvements in dairy farming over-tlie past 
15 years. Portugal’s farmers are rather good at 
sheep, which the Community has less of, and better 
at some sorts of wine, especially semi-sparkling 
white and, of course, port. 

The irrigated bits of the Alentejo arid Algarve, 
Ribatejo and the*valley of the Tagus‘river have 
plenty of prospects. Some farts are efficient pro- 


ducers of maize and many are of rice, which Portu- 


gal exports. Much of the new: fruit and vegetable 
farming is in these regions.  — ^" c^ 

Horticulture is, in fact, one obvious answer for 
Portugal. It needs investment, thoügh; and above 
all, selling. Spain is going in for it with much the 
same advantages as Portugal and is better organised 
at commercial marketing; Pascual Hermanos, for in- 
stance, a Spanish.agro-food company, is one of Eu- 
rope's largest. It has'no Portuguese counterpart. 

In the ever-longer run, Portuguese agriculture 
will become more streamlined than it is today. More 
investment will go' into agto-industrial processing. 
The governmént’s job is to help thosewho cancom- 
pete and minimise dislocations for those who can- | 
not. Both will need it. 





spillover effects into other parts of the economy. 
Farms will shed jobs which industry (probably job- 
shedding itself) and services like tourism will have to 
pick up. To expand, businesses need not just better 











capital. The financial system must adapt, and is 
























History, tradition... and “joie de vivre’ 


The walls of castles where Moorish and 
Christian warriors fought for centuries. 
Monasteries and palaces. Typical villages 
that seem lost in time. Craftsmen who 
produce small masterpieces 

Come and discover all of Portugal's 
charms. Enjoy our cooking. Play golf or 
tennis, practise sailing or riding. Take part 
in the joy of a folk pilgrimage. Where 
there is always a welcoming smile, an 
outstretched hand offering a glass of wine. 
Because we like to share our «joie de 


vivre»... portugal 
‘To rediscover 


“joie de vivre” 
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IN FIGURES 


A comprehensive source of statistical information on over 200 countries for those who need 
to make inter-country comparisons, and for those who require statistical profiles of, and 
marketing information on, individual countries or regions. This single volume, now in.a new 
fifth edition, gives information that is hard to find from any other single source. It has been 
thoroughly updated to include comparative growth rate tables covering the period since 1970. 
The book is divided into two sections 

Section 1: Comparative world information on: population « national income e standard of 
living + energy and manufacturing e transport + world trade » tourism e finance 

Section 2: Statistics on a country-by-country basis covering: location e land « climate 

* measurement systems e currency e resources and equipment e production « finance « trade 
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adapting, t to provide that capital when the flow of A 
$ Brussels money slackens. Inevitably, however, un- . - 
' employment will rise. Success in retraining and con- 


taining unemployment will in large measure deter- 
mine how smooth a ride Portugal’s democrats have 
towards the end of the.century. 

Portugal’s role in the world. is changing too. 
Emotional and political ties to its old African colo- 
nies remain strong. Portugal's. government, which 
supports the MPLA, is willing to playa role in sorting 
out Angola’s problems, for instance. But economic 
links are a shadow of their former self. Trade with 
Angola and Mozambique, a big share of mainland 
Portugal's total in the 1960s, is now 196 of it or less. 
Portugal may speak for the Lomé countries with, 
particular warmth, but its:face is now turned. to- 
wards Europe. 


Within Europe, Portugal's perspective is bound 


to change. Britain's oldest ally, pretty jaundiced any- 
way since 1961 when Britain let India take Portu- 
guese Goa, will have-less to do with it and more to 


do with their old-common enemy, Spain. Though: 


the British. will remain big investors in Portugal, at 
least while tourism is developing, Spain's share is 
rising rapidly. Britain was once so dominant a trad- 
ing partner that Portugal joined EFTA when it did, 


but trade with Spain now.almost equals trade with ' 
Britain. Spanish tourists outnumber British in Por- = 


tugal almost 12 to 1 (though the Spaniards stay one- 
third as long). Most important, Portugal's interests 
within the EEC are more. apt to converge with 


Spain's than with Britain's, as, for instance, in the 


February battle over strüctural funds. Though the 
increasingly. English-speaking Portuguese remain 
anglophile at heart, the relationship with Spain ‘is 
the one that matters now. 

Portugal's tautly ascetic prime minister and 
Spain's casually charming one, both southerners, 
spent Easter weekend together en famille in Spain's 


Donana patk. To hear their leaders tell it, Spain and. 
Portugal are on the brink of.a new golden age of - 


Iberian solidarity and co-operation. Outsiders are 








Eurobound 








certainly prepared 1 to believe it. “There is an in- 
creased willingness by foreigners to treat Iberia as a 
unit now,” says Mr Carlos Ribeiro Ferreira, the Por- 
tuguese head of Hispano Americano’s new invest- 
ment society in Lisbon. 

Yet Portugal and Spain have in the past turned 
their backs on each other, and their complicated 
non-telationship will-not change overnight. For all 
their common Iberian heritage (commoner in Cali- 
cia, the north-west corner of Spain, whose language, 
climate and culture are most, similar to Portugal's), 
the countries are remarkably unalike. 

Their languages sound more different than they 
look. Not for the Portuguese Madrid's midnight 
meals and all-night paseos; Lisbon lives a more 
closed, domestic—in fact, more English-—life. Many 
Portuguese find the Spanish. hard and assertive; 
Spaniards often think the Portuguese lethargic and 
unself-confident, 

The main difference is in their standard of liv- 
ing, though this was not so 30 years ago. Portugal’s 
vaunted openness to foreign influences proved less 
modernising than autarkic Spain’s sheer economic 


oomph. Spain today belongs to Europe, albeit to its 


econd team; for all ics splendid history and culture 
and recent. progress, there is still something third- 
world about Portugal. i 

Many Portuguese erivy and admire Spain for its 
dynamism, that explosion of vitality as you cross the 
frontier from Portugal. into Spain, and. hope 
unworriedly to achieve some of the same through 
partnership. Others fear that they will be swamped 
by their more aggressive and far larger neighbours. 
One still hears the old saw: De Espanha ni bom 
vento ni bom casamento (From Spain, neither good 
wind nor good wedding). 

"We need to be proud of our history, to know 
who we are, where we come from, where we want to 


go,” says Mr Roberto Carneiro, Portugal's educa- . 
tion minister. History prompts some encouraging: 


reflections. Portugal was: Spain’ s for 60 years, until 

1640, but has:managed to resist ever since then the 

_ centripetal force that drew the rest of the 
Iberian regions towards Castille’s centre. 
Its people pride themselves on never hav- 
ing been conquered by Napoleon, who 
made mincemeat out of much of the rest of 
the EEC. In recent times, it has consoli- 
dated its new democracy amazingly 
quickly, bringing order out of chaos in 
surely record time. All reason to think that 
consolidating the economy within Europe 
can and will succeed. 

For it to do so, the Portuguese need to 
do two things that do not come naturally 
to an individualistic and romantic people: 
pull together, and set specific priorities. 
Only the rich can afford Eurowaffle. The 
northern potato-growers who dominate 
the Community now have a lot to gain cul- 
turaly from their new, small member, 
though perhaps they do not realise it yet. 
A much-read poem by Fernando Pessoa 
written over 50 years ago yearned for the 
day when Portugal would rally to its des- 
tiny: quando é a hora? Quando? Yearning 
is up; the hour is now. 

— | 
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Ban LABORATÓRIO NACIONAL DE ENGENHARIA E TECNOLOGIA INDUSTRIAL 


Ministério da Indústria e Energia 


V 
The National Laboratory for Engineering and Industrial Technology (LNETI) is a 
public research and development institution, within the Ministry of Industry o 
and Energy. 
Set up in 1978 its main objectives are: 
To develop Research, Development and Demonstration (R,D&D) is» 3 


programmes and projects with a view to the modernization of 

Portuguese industry; 

To foster new enterprises and co-operate in their implementation, e 
mainly those concerned with advanced technologies; 

To develop or adapt new technologies, and introduce them in 
enterprises with the aim of increasing competitiveness OQ 
and profitability. E g © 


The scientific and technological activities of LNETI are integrated 
in programmes and projects in the following priority areas: 
Material Sciences and Technologies; 
Information Technologies and C" I; " 4 " p 4 
Biotechnology and Fine Chemistry; o V E 
Environmental Science and Technology; 5 Q 
New Energy Technologies; og Oo D 
Technological Training; 
Information to the Industry. o ò I 


LNETI participates in international projects and Oo 
programmes, namely EUREKA, AGARD (NATO) V 


and several projects and programmes. o v o 
D o 4 o 


LNETI is developing with Industry, o 
Technological Centers and is partner AO D 
of R.D. enterprises, in laision 

with private enterprises. A 
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TAP Air Portugal 
became the first airline to 
use satellite data 
communications on a 
transatlantic flight on 
board its Lockeed L-1011, 
"Bartolomeu de Gusmão”. 

It is a technological 
advance being developped 
by the European Space 
Agency to put ground 
stations all over the world 
in touch with long-haul 





Future 
Technology 
is Our 
Ancestral Art 








flights via telex — an 
experience typical of 

TAP Air Portugal's vision 

of the future. 

And thinking traditionally, 
it is typical of our 

eagerness to explore new 
advances in techaolody 

and performance in 
keeping with the times 


navigators have been 
demonstrating for 
500 years. 


We are a legend. 








— foreseeing the times to NAVIGATOR * 
come. It is the sort of W 
ingenuity Portuguese D a 

top executive « 
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OP Proc 


m PF n "Ta " ain 


BRITAIN 


Labour's draft for disunity 


NSIDE the Labour party there is a party 
of government struggling to emerge. But 
it is a hard struggle. That much is obvious 
from the heated discussion this week by 
Labour's National Executive Committee 
(NEC) of the draft reports of the party's 
seven policy-review groups. 
Although Mr Neil Kinnock, the Labour 
‘vader, has easily persuaded the NEC to pub- 
sh the seven reports next month, the battle 
is only beginning. It is likely to continue 
throughout the summer and to be the main 
topic of Labour's annual conference at 
Blackpool in October. The attack on the 
policies was led by Mr Tony Benn, who is 
challenging Mr Kinnock for leadership of 
the Labour party. He decried the drafts as 


superficial and shallow in their analysis, ex- 
tremely weak and vague in their remedies. They 
point unmistakably towards the acceptance of 
many of the changes made by the Tories since 
they have been in power... 
Mr Benn can say that again, and he often 
will. He has put his finger on precisely the 
snags that arise as a result of Mr Kinnock's 
tactics. 

These policy groups, which were set up 
last year—with their membership carefully 
balanced between the NEC, the parliamen- 
tary party and the trade unions—were never 
intended to produce firm policies for this 

'ar's conference. Their aim was to guide 





Kinnock fudges the centre 
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the mood of the Labour party towards im- 
plementing the principles drafted earlier 
this year by Mr Kinnock and his deputy, Mr 
Roy Hattersley. Their principles were said to 
be those of democratic socialism, two words 
which reveal Mr Kinnock's main dilemma. 
Should he continue to present Labour 
as a socialist party? Or should he use Mr 
Benn's challenge to split the hard left from 
the party, and to present Labour as a post- 
socialist party? The middle ground of British 
politics is at’ present unoccupied by any 
credible political party. It is a ground which 
many traditional Labour supporters would 
gladly occupy if it were the path to power. 


Centrist stuff 

There are three main reports: on the econ- 
omy, on employment and on tax. The first, 
on the economy, was drawn up by a group 
led by Mr Bryan Gould, shadow spokesman 
for trade and industry. lt has been attacked 
by Mr Eric Heffer, who is challenging Mr 
Hattersley for the deputy leadership. “It is 
basically non-socialist and could easily have 
been drawn up by a committee headed by 
Dr David Owen... it is a document even 
some Tories could accept. | am sure Ted 
Heath would find little wrong with it." 

Entitled "A productive and competitive 
economy", the central theme of this report 
is the supposed need for a medium-term in- 
dustrial strategy in which "government 
agencies and local authorities work in part- 
nership with firms, the CBI, trade associa- 
tions and chambers of commerce so that the 
process of policy-making and industrial 
development is one of concerted action.” 
This is not so different from the sort of thing 
Mr Michael Heseltine has recently been 
talking about. Its main difference from the 
tripartite (government, CBI and TUC) system 
of both the first Wilson and only Heath gov- 
ernment is that it appears to give no explicit 
role to the trade unions; indeed, it does not 
even mention them. 

Mr Heffer is particularly cross that the 
group turns its back on traditional 
nationalisation, even for utilities. It merely 
states that "they cannot be run solely on the 
basis of private profit", and proposes a gal- 
axy of devices to improve their manage- 
ment. They include a "public interest com- 
pany with statutory responsibility to meet 





the needs of consumers and the national — 
interest . . . strengthened regulatory author- 
ities . . . the use of majority and even minor- | 
ity shareholdings, special shares and conver- | 
sion of shares into non-voting hands... - 
municipal enterprises, workers’ collective 
share schemes, worker co-operatives and - 
new roles for pension funds." : 

The report on employment discusses - 
Labour's proposals for reversing Tory indus- . 
trial-relations legislation. It is the product of 
a group led by two left-wingers—the shadow 
employment spokesman, Mr Michael | 
Meacher, and'Mr Eddie Haigh of the trans- _ 
port workers' union—and is therefore likely 
to annoy fewer dignitaries in the party, but 
annoy more voters instead. Although La- - 
bour would keep secret ballots, other Tory 
laws on trade unions would go: legal protec- 
tion from union discipline for those who — 
refuse to strike after a ballot and the ban on 
secondary picketing among them. 

The group reporting on tax, led by the 
shadow chancellor, Mr John Smith, pro- - 
poses a starting rate of tax lower than the 
present 25% and a top rate higher than the 
present 4096, but not substantially higher 
than that in other European countries— 
perhaps no more than 6096. There would, — 
however, be heavier taxes on capitalandan _ 
attack on tax perks, tax havens and the busi- 
ness-expansion scheme. 

Together, the reports assume that an in- 
coming Labour government in the 1990s — 
would be faced with severe economic con- 
straints, a balance-of-payments crisis, over 
2m unemployed, a cruelly unequal society 
with one in three of the population on or 
below the poverty line, and a benefits system 
unable to cope. There are próblems with 
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Benn stays coherent on the left 
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this gloomy approach. 

According to a recent MORI poll, two 
out of three voters think that Mrs Margaret 
Thatcher has done a good job on the econ- 
omy, so the gloom is rather insulting to 
them. Last year's election post mortem 
showed that doubts about Labour’s ability 
to run the economy had been a big vote- 





loser. Mr Kinnock and Mr Hattersley fore- 
cast an economic crisis immediately after the 
1987 election. The electorate did not believe 
them then, and the crisis has not happened 
so far. Even if voters could be persuaded 
that the outlook for the 1990s is gloomy, 
this week's unstirring platitudes might not 
cause them to turn to Labour to see them 





through. 

The party is still split into an uneasy si- 
lence on defence. Mr Kinnock cares pas- 
sionately about nuclear disarmament. While 
he leads the Labour party, it is hard to con- 
ceive of him admitting any circumstances in 
which a Labour government could threaten 
to use Britain’s independent nuclear deter- 





The voyage from the Windrush 


In June de the first t bis ig group o of West Indian immigrants to Britain 


arrived, full of hope. T 


isappointment 


they suffered has shaped the 


attitudes and id acras et thet children and grandchildren 


HEN the ss Empire Windrush 

docked at Tilbury 40 years ago, the 
500 Jamaicans aboard did not see them- 
selves as impoverished third-world adven- 
turers. Typically skilled or white-collar 
workers who had served in the British 
forces during the war, the young men who 
walked off the ship in double-breasted 
suits and trilby hats took seriously the Brit- 
ish citizenship granted to them and other 
colonial citizens by the 1948 Nationality 
Act. Along with the 125,000 other West 
Indian settlers who followed them over the 
next ten years, they expected to put their 
skills to better use in labour-hungry Brit- 
ain than they could back in the depressed 
Caribbean. Things did not turn out that 
way. 


The children and grandchildren of 


those early settlers are today twice as likely 
to be unemployed as white Britons; less 
than half as likely to pass five O-levels; 
more likely to be in prison than any other 
ethnic group. On all counts the descen- 
dants of West Indians have done worse 
than the descendants of the Indians and 
Pakistanis who followed them—even 
though the West Indians had the advan- 
tages of a common language and a com- 
mon religion. To some extent, the reasons 
lie in the culture the new arrivals brought 
with them; to some extent, in their bruis- 
ing experiences in the 1950s. 

The new settlers were naively unpre- 
pared for the racial prejudice that they 
were to encounter in a country they had 
been taught to regard as their motherland. 
But in 1948 only half of Britain's white 
population had ever met a black person, 
and most had been taught to regard them 
as uncivilized heathens. The British since 
then may not have become less prejudiced, 
but they have learnt to disguise their feel- 
ings better: more recent immigrants— 
from black Africa, for instance—have had 
much less overt discrimination to contend 
with. 

Those early settlers. found it easy 
enough to get work. Britain’s factories, 


hospitals, railways and buses were all short 
of willing hands, By 1956 London Trans- 
port was recruiting staff in Barbados, and 
within 12 years had taken on nearly 4,000 
workers from there. A junior health minis- 
ter called Mr Enoch Powell welcomed 
West Indian nurses to the country. But the 
newcomers soon found that while they 
were welcome to empty bedpans, clean 
floors and work unsocial hours as bus-con- 
ductors, higher-status jobs were reserved 
for whites. In the late 1950s over half of 
London’s West Indian men had jobs of 
lower status than their skills and experi- 
ence equipped them for. 

The prejudice which confined the new- 
comers to low-skilled jobs also drove them 
into the worst council housing. The first 
settlers found it hard to get lodgings (land- 
lords said they were not prejudiced, but 


Docking to disappointment 
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the neighbours always were). Crammed 
into the worst private slums, they willingly 
moved out into the recently built high-rise 
council estates. 

The children of the earlier immigrants 

readily picked up the habits of dependency 
of the poorer members of the British work- 
ing class, among whom they found them- 
selves: 
@ At work, West Indians have always 
been heavily dependent on being em- 
ployed by others, and have traditionally re- 
lied on manual jobs in manufacturing and 
the public sector. They join trade unions 
more than whites, and have a keen sense 
of their employment rights. Their loyalty 
to trade unions and the Labour party per- 
sists, despite Labour’s blatant failure to 
reciprocate, 

By contrast the Asian immigrants, who 
began to arrive after the West Indians, ex- 
pected to make their own employment. A 
1982 survey estimated that nearly a fifth of 
Asian men with jobs were self-employed; 
the equivalent figure for West Indians is 
probably well under a tenth. Asian entre- 
preneurs have concentrated on one of the 
fastest growth industries, retailing. Those 
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rent. As a result, the independent deterrent 
would if practice be decommissioned: The 
party triumph which Mr Kinnock enjoyed'at 
Blackpool in 1986, when he made this clear, 

led to electoral defeat in 1987. Public opin- 
ion has hardly changed since then. Two out 
of three electors are still opposed. to unilat- 
eral nucleat disarmament. gig even a major- 





West todiins! who. TE set up on own 
businesses have often concentrated on ca- 
tering. mainly” for their own community: 
Caribbean: travel agents. in London's | 
Hackney, hairdressers in Brixton. That 
means most will stay small. When the Sun 
newspaper recently went in search of “the 
blacks who made it big", its typical "ty- 
coon" employed 50 staff to make Afro-Ca- ; 
ribbean cosmetics... E 
e For hosing! West Indians have beconté 


strongly dependent on the public sector. | 


Y 


1982, when the Policy Studies Institute 


surveyed black and white: Britain*, -4 j 


40% had rented council: houses and fats; 
compared with. 30% of whites; in Inner 
London 59% of West Indians were council 
tenants. Since then, the gap may have wid- 
ened: the council houses that have been 
sold have been mainly family homes in 
pleasant suburbs, where few blacks live. 


Overtaken 


Prejudice, past and present, is not explana- 
tion enough. The pattern of many West 
Indian lives fits their children badly to 
overcome discrimination. In. particular, 
Caribbean-born women have far and away 
the highest illegitimacy rate of any group 
in the country: 48% of their babies are. 
born out of wedlock, compared with 23% 
of the babies of British-born mothers. The : 
proportion is still rising (back in 1971. it 
was only 36%) although: not as fast as: 
among British-horn women. Children in 

West us frequently do not live with. 

ir real fathers, but men willingly sup- 
port the children of the women they are 
currently living with. In Britain job pros- 
pects for women are better, and for men 
worse. Black British mothers often end up 
raising their children alone. 

A great many of today's black young: 
sters are therefore being brought up by a 
lone mother, either on welfare or in a low- 
paid job, living i in a tower block. With no 
family pressure.to stay on at school, they 
leave with poor qualifications and find it 
takes them twice as many job applications 
as their ru mates to get a job. To break 
that cycle needs more positive efforts by 
British employers. But the fulfilment of the 
promise of the Windrush will require an 
effort by blacks too. 





"Black. and. White Britain, -the third st survey", 
Heineinann, £ 45. 95. 











ity of Labour voters supports the policy. This - 
Gerald Kaufman, : 


is presumably why Mr `G 
shadow foreign secretary and the joint con- 


venor of Labour's international and defence . 


policy group, can say only that "the fast 
moving developments in world events fol 
lowing US-Soviet summits will have their ef- 
fect on our review of how Labour's non-fu- 


clear defence policy can meet the lén ; 


st the 1990s". 


- The careful fudging of the policy reviews ` : 


means that they should pass easily through 


Labour's 1988 conference. When their faint - 
outlines become firmer, more disagreements’ 


will surface, The left has none of these prob- 
lems of coherence and consistency. Mr Benn 
plans.to present his own policies at a week- 
end conference in his Chesterfield constitu- 


~ ency on June 11th: Nearly 15% of present 
Labour MPs support Mr Benn’s policies, al- . 

“though they will not all vote for him in the 

“autumn leadership election. The louder ring. 


the cheers for Mr Benn, the more votes will 
be lost in the country. Once Mr Benn has 


been soundly beaten, Labour's main hope ^ 
> *seems to'be that the British electorate might 


swing to fudge. 





~~ Politics and morality 


Caesar talks 


back 


FOR 20 centuries rulers have cited the Bi- 
ble to justify everything from war, tor- 


ture and burning witches to Marxism, taxes 
and abstinence. Now it is the turn of. money- ; 
making. Goaded by the Labour party's 
“claims, particularly during the last general © 


election, that Conservative policies were im- 
moral, the prime minister has.set out her 
own articles of faith. Recourse to moral jus- 


her third-term government. 

Mrs Thatcher described her credo in a 
speech to the Church of Scotland's general 
assembly in Edinburgh: the sermon on the 
Mound. She emphasised the virtues of self- 
reliance. She also stressed that the creation 
of wealth was not wrong; only the love of 
money for its own sake. "The spiritual di- 
mension;" said Mrs Thatcher, "comes in de- 
ciding what one does with the wealth.” She 
was quickly joined by Mr Douglas Hurd, the 
home secretary, who concurred that "indi- 
vidualism is not just a narrow or a selfish 
thing." People should be active citizens, in- 


_ volved in their local community. 


Her Scottish sermon was followed by a 
harder-hitting speech to the Conservative 
women’s:coriference, in which she attacked 
Labour for its “desperate” attempts to por- 
tray Britain as a greedy society. Her critics 


should:coincide with the implementation of 
~ welfare-benefit changes which reduced the 


^ Mrs Thatcher has some advantages over. 


ally asa Christian” a line the Labour leade 
"would never comfortably use. She is fasci- 
“nated by theology, and well-versed in Chris- 


instinct is often to reach for a parable ot 
„biblical phrase. The sceptical Scots at t 


~ given people more freedom—to buy th 
own houses, negotiate their own wages, and 


= ual morality. 


: a Paul: “Ifa man will not work he shall not 


ing and education. Government figures 
published last week showed the dependency 
> culture still rampant: the number of families 





unemployed. 
tification looks like becoming a hallmark of : 
tò join her in putting more emphasis on self- 


were spent in the heyday of the welfare state 
-and the National Health Service, when the 


cating for the poor, the. old and the. sick, 
. say this is because Labour has hit à raw. =. 


nerve: it was awkward that a tax-cütting .- seems to want to disinantle much of that es- i 




































budget which mainly benefited ded ri 
incomes of some of the poor. 
In the battle for the moral high ground, 


Neil. Kinnock. She began her Scotti 
speech with the words, * ‘Speaking perso 





tian teaching: when drafting a speech, h 


general assembly might not agree with h 
interpretation of the scriptures—“simplis- 
tic" and "selective" were common com- 
plaints—but they appreciated her courage 
in standing before them and expounding 
her personal beliefs. 

Personal responsibility is now to be: the 
moral theme of most new policies. Having 


make money without union restrictions— 
Mrs Thatcher feels the need to remind them 
of the responsibilities which go with. that 
freedom. This is a reversal of the.govern- 
ment's first two terms of office, during 
which it was largely agnostic about individ- 


She quoted with approval the words o 





” That theme lies behind the desire 
ced people off dependency and into job: 
and the wish to stop people relying on their 
local authority for such necessities as hous- 


“pension age drawing supplementary 
and housing benefits rose by 84% between 
1981 and 1985, thanks mainly to an increase 
in the numbers of single parents and t 





: Mis Thawher would like the church 


reliance and personal morality, and to carp 
less about the government's social policies. 
The Church of England, once seen as "the 
Tory party at prayer”, is often openly critical 
of the government. In 1985, according 
Gallup, 5196 of clergymen expressing a 
opinion supported the SDP-Liberal Allianc 
Even after that party's split last year, the 
clergy still preferred it to its rivals, according 
to another Gallup poll taken in December. 
That is more a reflection of the radical- 
ism of the government’s policies than the 
radicalism of the Church. The formative | 
years in the lives of most Anglican bishops 


state was taking over from the churches and 
other voluntary organisations the role of 
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Within weeks of becoming opentional Teesside Devel: 

opment Corporation acted as the catalyst to speed the 

progress of a host of established and new initiatives, all 

of which offers outstanding development and invest- 
ment oppga: ae mine 
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Teesdale riverside housing, commercial and retail 
scheme 


c Recaside Offshore Base for ocean bed technology 
Hartlepool Marina and maritime heritage core 
Teesside international nature ma | 
Teesside regional leisure centre QUT 
Belasis Hall Technology Park 
Bowesfield Park prestige industrial developmetat 


Tees walkway and weir to enhance waterside 
environment i x 


Research and Development opportunities with ICI and 
the chemical industry 


Middlehaven commercial/residential development 


Improvements to communications and other facilities 


"We are setting out once again 
to be ahead of our time..! 


MILLIA 





TMM TO IL 
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Talent 


Talent abounds on Teesside. The talent of an industrial 
and commercial base that has been established for over 
a century. The talent of giant corporations and smaller 
specialist enterprises. The talent and skills of Teessiders 
~ which reach across heavy and light engineering, 
chemical and petrochemicals engineering, major port 
and oil terminal operation; computer exploitation, 
food technology and design, professional and advisory 
services. Talent that is expressing itself in a number of 
advanced areas, Among them - 


ICI chemicals expertise and advanced R& D centre 
British Steel's worldwide expertise 
Davy McKee's worldwide advanced engineering 


ICI, BASF and Phillips Petroleum m 
capability . 


Europe's biggest CAD/CAM centre - on 
Middlesbrough Enterprise Zone 


RHM Foods and other specialist firms' foods and soft 
drinks development 


Whessoe, Trafalgar House and British Telecom Inter- 
national Marine Services offshore technologies and 
services 


Davy Forge and Expanded Metals metal manufac- 
ture and conversion technologies 


Nissan Teesside Terminal 


... Where you have 


initiative, talent and ability, 


the money follows' 





Abili 


The biggest of them all, Teesside Development Corpora- 
tion, has the ability to harness Teessides many strengths. 
With great powers of control over 19 square miles of 
land, the Development Corporation hasan enthusiastic 
Board determined to succeed in the regeneration ofthe _ 
area. A Board on which Local Authorities are repre- 
sented who have already laid much of the foundation 
of new industry and new facilities on which the TDC is : 
building. Among Teesside's multiple strengths - 


Teesside is a Development Area that also boasts two 
Enterprise Zones - with all the financial incentives 
that this implies for new and expanding enterprise. 
Teesside enjoys European Community grant and | 

loan opportunities. 


An established pus io. Europe, Teesside operates 
the third largesi portin the UK. 


Through its port and excellent motorway and rail links, - 
Teesside commands a massive population market in 
the UK and on the European mainland. 


Major foreign investment testifies to confidence in 

Teesside. Already established there - companies 

from. Japan, Hong Kong, Singapore, Germany, 
Scandinavia, the Netherlands and the USA. 


To find out more about Teesside's Initiative, Talent 
and Ability: Contact Duncan Hall, Chief Executive, © 
Teesside Development: Corporation; Tees House, 

: Riverside Park, Middlesbrough, Cleveland TS2 IRE. 
Tel: (0642) 230636. 
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Initiative Talent Ability 








the Rt Hon Margaret Thatcher, Prime Minister, Teesside, 16 September 1987 
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teemed edifice. And the Bible, they might 
reasonably point out, has little to say about 
the danger that caring for the poor will de- 
stroy their incentive to work. Dependency 
was not much of an issue in the agricultural 
economy of 2,000 years ago. 

Some senior members of the Church of 
England are responding to Mrs Thatcher's 
forays by reviving the nineteenth-century 
questioning of the links between church and 
state. All changes in the practices of the 
Church of England have to go through Par- 
liament. The ecclesiastical committee of 
both houses of Parliament, which is sup- 
posed to vet church legislation only for 
drafting errors, is threatening to overturn a 
measure which could allow the ordination 
of divorced people. Mr Tony Benn, a left- 
wing member of the Labour party, has pro- 
posed a bill to disestablish the Church of 
England. Most frustrated Anglicans think 
the process should be gradual rather than 
sudden. But Mr Benn may win more sup- 
port from the institution itself than he 


expects. 





Trades Union Congress 


oolidarity 
dissolves 


OR two years Mr Eric Hammond's elec- 

tricians union, the EETPU, has been 
scrapping with other unions. On May 25th 
the row intensified. The general council of 
the Trades Union Congress (ruc) decided 
formally to start proceedings to expel the 
union from the movement. Few expect it 
still to be inside the TUC next year—least of 
all Mr Hammond. 


Hammond goes it alone 
62 


Other unions have been expelled from 


the Tuc before. A few were temporarily re- 


lieved of their affiliation for co-operating 
with the Tory government's 1971 industrial 
relations act. The forerunner of the EETPU 
itself was expelled in 1961 after its then 
Communist leaders were found guilty of bal- 
lot-rigging by the High Court; it was that 
fight which brought the union's members to 
vote for more right-wing leaders, who have 
led on to Mr Hammond. Some trade union- 
ists recall a TUC conference in 1977 from 
which the mighty transport union was ex- 
pelled for an hour or so. 

But the latest proposed expulsion 
threatens a more significant split in the TUC 
than any before. Its cause is a row over what 
an association of trade unions is all about. 
Other unions resent the EETPU's collabora- 
tion with Mr Rupert Murdoch at Wapping, 
and its readiness to conclude strike-free 
deals with employers. Mr Hammond says 
that London Tuc bureaucrats should not be 
allowed to tell independent unions what 
deals they may sign, and even instruct them 
on what agreements to break. His oppo- 
nents say that unions must not undercut 
each other in offering sweetheart terms to 
employers. 

The split will cause some ugly scenes. In 
June Mr Hammond will put his case to the 
general council. In July he will ballot his 
members on whether they reject TUC inter- 
ference. In August the row will presumably 
enliven the TUC’s congress itself, and may 
turn many televiewers to Mr Hammond’s 
side. The next question is whether the much 
bigger engineers’ union (AEU) will join the 
electricians outside the TUC. The two are 
supposed to merge by next March, and the 
engineers’ national committee has passed a 
resolution rejecting TUC interference. The 
question after that will be whether lots of 





unions may split, with groups in each want- 
ing to embrace the new EETPU-AEU model. 

A decade ago the threat of all-out war 
between unions would have terrified em- 
ployers. They remember when half of Brit- 
ain’s strikes were about demarcation or in- 
ter-union disputes. That has now changed. 
Furious competition there will surely be, but 
it is likely to be for single-union recognition 
in new workplaces. That will not provoke 
more strikes; it will let employers get away 
with more favourable terms. 

The electricians’ departure is likely to 
have little effect on the TUC’s future. With 
no social contract to sign and no incomes 
policy to enforce, the TUC is little more than 
a talking-shop anyway. Its rules on recruit- 
ment were already beginning to fall apart. 

And the Labour party? Because the elec- 
tricians’ union backs Mr Neil Kinnock, the 
party's top brass will be keen not to expel it, 
whatever the TUC may do. The party's rules 
state that unions may affiliate to it only `^ 
they are declared to be bona fide unions E 
the Tuc. If the TUC said the EETPU was not a 
bona fide union, the battle could move to 
the courts. 





Labour shortages 


The old country 


ISTORIANS know that population 

changes can destroy empires and 
wreak industrial revolution. But business- 
men and employers, with shorter time hori- 
zons, are slow to notice them. That may be 
why few are yet thinking about how to cope 
with the shortage of young workers which 
will hit them in the 1990s. 

Estimates in this month’s Employment 
Gazette suggest that the total of British 
school-leavers available for work will fall by 
a fifth between 1987 and 1991. Rising ed 
cation standards mean that the fall will L- 
even sharper for the less well-qualified: there 
are expected to be 27% fewer people leaving 
school in 1994 with less than five higher- 
grade o levels than there were in 1987. 

One big employer, the government, has 
begun to wake up to the implications. This 
week the social-services secretary, Mr John 
Moore, accepted proposals to improve and 
extend nurse training and to widen the nec- 
essary entry qualifications. Both the pay and 
the career structure of nursing have been 
improved. The hope is that health authori- 
ties will avoid the effect of a fall in 16 to 19 
year olds by pushing up retention rates, at- 
tracting back leavers and drawing ‘in less- 
qualified staff. The education secretary, Mr 
Kenneth Baker, has also just announced 
plans to beat the teacher shortage by mak- 
ing it easier for mature but unqualified peo- 
ple to take up teaching. 

Health and education are affected by de- 
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mographic changes among their clients as 
well as in their workforces. The shrinking 
pool from which nurses are drawn will have 
to look after growing numbers of old people 
(though there will be a lull in the early 
1990s, the echo of the low birth rate of the 
first world war). 

Teachers and education authorities are 
only just getting used to falling school rolls. 
Although fertility rates are still falling, the 
women born during the baby boom of the 
early 1960s are now starting to have chil- 
dren of their own. So in the 1990s primary- 
school rolls will rise again. 

The labour market is already respond- 
ing to demographic changes by bidding up 
the wages of young workers. That will make 
employers more eager to hire older people, 
including mature women who may find that 
their own pay rises faster than that of their 
husbands. If, as a result, more married 
women work for more hours, fertility rates 
-vuld fall even further. The result might 

entually be a falling population in Brit- 
ain—something that has begun to happen 
in West Germany already. 


Aging 


Population in England and Wales 


Demography is changing work-patterns 
too. Service industries (including much of 
the public sector) that have grown lazy in an 
era of labour surpluses should in future 
worry more about using their staff eff- 
ciently. They might also start to employ 
more of the middle-aged men who once 
worked in manufacturing. One population 
researcher, Mr John Ermisch, says that he 
has noticed more middle-aged men working 
at grocery check-outs in America—and 
thinks that the same will happen in Britain. 

Most countries in northern Europe are 
short of teenage workers. The Mediterra- 
nean countries—Spain, Portugal and 
Greece—are not. If 1992 brings with it 
greater labour mobility between EEC coun- 
tries, one corisequence could be a big influx 
of workers from the Mediterranean to meet 
demand in northern Europe. It would be 
even bigger if Turkey were to join the EEC. 
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Unemployment 


Sticks or carrots 


Wits unemployment is falling, the 
long-term unemployed, who have 
been jobless for a year or more, are usually 
the last to find work. Now this link seems to 
have broken. Over the past year the num- 
bers of long-term unemployed haye fallen 
faster than the total. Why? 

Mainly, says the Employment Institute, 
a group of campaigning economists, because 
unemployment benefits have become 


harder to get. Indeed that is the main reason 










Bangers and cash 


R TOAD, of “Wind in the Wil- 
lows”, was inordinately proud of 
his shiny red motor car. More and more 
Britons these days share his enthusiasm. 
The market in classic cars is motoring 
ahead almost as fast as his parp-parping 
vehicle did up the country lanes around 
Toad Hall. 

Last October's collapse of world 
stockmarkets has helped move money 
out of paper and into tangible assets. 
Veteran and classic cars have shared the 
benefits. At the top end of the market 
especially, prices have roared. Cars cost- 
ing £250,000 or more— 50-year-old 
Bugattis, Alfa Romeos, Bentleys—have 
seen their value rise by 3076-5096 in the 
past 12 months, according to Mr Stewart 
Skilbeck of Sotheby's. 
. Cars that raced in competitions sell 
best. Earlier this month Christie's sold a 
1936 Alfa Romeo race-winner for the 
world record price (for a Grand Prix car) 
of £1.5m. Last year a Bugatti Royale be- 
came the most expensive car ever, when 
it was sold at an auction for £5.5m. The 
anonymous buyer is rumoured to have 
oid it on privately already, for around 

m. 

Not all classic-car collectors have to 
be immensely rich. Most of the demand 
is for cars costing between £10,000 and 
£15,000, and more of the buyers are peo- 
ple on high salaries, perhaps from the 
City, who are buying their first classic 
car, Some are investing their own spare 
cash; others are taking advantage of the 
fact that a few companies are waiving the 
tule that a company car has to be new. 
Almost all are men; fewer than 5% of 
buyers at a typical Sotheby's auction are 
female. Most tend to buy open-top, two- 
seater sports cars; perhaps an Austin 
Healey, a Mercedes or an old MG. The 
value of these cars has gone up by about 
a quarter in the past year. 








why unemployment in Britain appears to 1 W 


have fallen faster over the past two years | 
than in any other industrial country (see 


chart on next page). Adult unemployment a 


in April fell below 2.5m—its lowest level for 


seven years. On national definitions, Britain — 
now has a lower unemployment rate (8.8%) 


than West Germany and France. 


[S 


This cheerful result, says the institute, is — | 


partly achieved by counting people in re- - 


ceipt of those harder-to-get benefits. If you | 


count instead the difference between mea- _ 


sured employment and the labour force, 


then unemployment has declined by less — 


than 200,000 over the past two years, com- 


Two worries may stall the overenthu- 
siastic. British classic-car magazines are 
now full of advertisements from Ameri- 
can dealers. The weak dollar has sent a 
flood of cars to Europe. "Go down to al- 
most any dock, and you will see con- 
tainer-loads of old cars being dis 
charged,” says one classic-car auctioneer. 
The white-walled tyres and chromium- 
plated wheels are a tell-tale sign of an 
American restoration. Some were 
bought by Americans in 1985 when the 
dollar was strong, and are already stream- 
ing back across the Atlantic. 

Although the gross profits to be made 
on resale may look impressive, they ig- 
nore the costs involved. Classic cars have 
to be kept in a garage, and they may cost 
a lot to insure and maintain. Enthusiasts 
retort that the rise in prices should make 
the possession of a classic car self-financ- 
ing, and that cars have plenty of advan- 
tages over stocks and shares. More fun, 
for a start. 
















pared with the official drop of 750,000. By 


























































Fewer queuers 


Britain's unemployment 
April figures 
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ources: National statistics; Department of Employment 





























summoning all the long-term unemployed 
for a Restart interview, and by imposing a 
stricter availability-for-work test, the gov- 
ernment: has driven people off the unem- 
ployment register. 

On the contrary, says the government, 
the fall in the numbers of long-term jobless 
shows that its: policy of targeting measures 
On them is starting to work. There are cur- 
rently some 700,000 job vacancies in Brit- 
- ain. Most of the long-term unemployed have 
little chance ‘of filling one of those jobs, 
partly because they lack the right skills. The 
government's: new Employment Training 
* programme, due to come into operation in 
September, is designed to help. Each year it 
will give 600,000 adults who have been un- 
employed for more than six months up to a 
year of training and work experience.. 

One big obstacle remains: the unions, 
who have two objections to the new scheme. 
They want trainees to be paid something 
close to the rate for the job rather than the 
normal social benefits plus £10 a week or so 
of top-up: And they fear the scheme is the 
first step towards making benefits depend 
on participation in the training scheme. 

American-style workfare might be unac- 
: ceptable i in Britain. But a more palatable ver- 
sion has been operating in usually socialist 
| Sweden for 40 years. There the unemployed 
receive generous social-security benefits. But 
if, after a year, an unemployed person 
refuses to accept a job or training, the bene- 
fit is withdrawn. This big stick is combined 
< with a carrot: each unemployed person is 
guaranteed a place on a government job or 
training scheme. — 

Sweden’s rules on eligibility for benefits 
sound tough, but their motive is to help the 
unemployed, not:to trap the scrounger. The 
longer-people are out of work, the more de- 
spondent they become and the worse they 
are at finding jobs. They need to be forced 
to retrain arid seek work. Thanksto its sanc- 
tion-and-incentive Apre Sweden has 
an unemployment rate of only 1.6%. 

As a proportion of its GDP, Sweden 
spends almost four times as much as Britain 
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on adult training and employment services. 
It provides many more places and. spends 
more:thàn twice as much per trainee per 
year. In Britain some two-thirds of those on 
existing schemes for the. long-term: unem- 
ployed end up back on the dole.’ uci 
training is partly to blame. 

Even if Britain spent much more on 
training, it would find it hard to match Swe- 
den’s job guarantees. In Sweden the task of 
providing trainees with permanent jobs has 
tended to fall mainly on the public sector. Is 
all that training worthwhile, if private em- 
ployers—who-have to operate in competi- 
tive markets—still spurn its end-products? 





Divorce 


Easing the pain. 


F YOU loathe your r Kubani; after’ one 
year of marriage, will you loathe him any 
less after three? It is perfectly possible if you 


« work at it, says. the National Campaign for 


the Family (ncr). Splitting up is too often 
seen nowadays as the first resort for a floun- 
dering marriage. The ncr has now launched 
a campaign to persuade the government to 
ban: divorce within three years of marriage 
instead of one, as has been the rule since 























- 1985. And the Law Commission—a statu- 


tory body that reviews and suggests changes 
to the law—has just published a discussion 
paper on the future of divorce law. n 

: The commission's approach is more re- 
alistic than the NCF's. It recognises divorce 
as a fact of life. It does not propose that à 
palpably unhappy marriage should be pro- 
longed, but puts forward changes that might 
instead reduce the inevitable agony and acri- 
mony suffered by the couple and witnessed 
by their children when divorce is applied 
for. 

Under present law, says the: commis- 
sion, the only ground for divorce is a "no- 
fault" irretrievable breakdown of the mar- 
bg This is misleading; for it can be proved 
only by showing one of five facts, three of 
which depend on fault: adultery, intolerable 
behaviour, desertion- for:two years, separa- 
tion for two years plus the other party's con- 
sent to divorce, or separation for five years. 
Most couples—over 7096—find E separ 
tion periods intolerably long and plump f 
one of the first two options.. 

This encourages bitterness and bad feel- 
ing, because allegations have.to.be made and 

all the blame is laid on one party, when in 
practice there is often not much to choose 
between them. Protracted periods of separa- 
tion reduce the chances.of a reconciliation. 
Couples are forced to.take up the past, 
rather than concentrate on the conse- 
quences of a divorce and think again 
whether this is what they really:;want. 

Two recent surveys carried out by teams 
at Bristol and Newcastle Universities 
showed general dissatisfaction with the 
present divorce law. The Law Commission 


, examines a number of possible changes but 
~~ concludes that only two are serious runners: 
-@ A fault-free fixed period of separation, 


such às in Sweden, which is used.as the sole 
ground for divorce. But this would mean 


. that spouses would no longer get an immedi- 


ate divorce for things like adultery or des 
tion. A mother: with young children n..., 
find it almost impossible to afford to sepa- 
rate from a husbarid she wants to divorce. 

e A fault-free agreement that the marriage 
had broken down. After making a statement 
to the court that the marriage had collapsed, 
the couple would. be.given:/a period—per- 
haps a year—for reflection.and sorting out 
all the practical arrangements, 

The ner feats that either change would 
mean more divorces. Britain already has the 
highest divorce. rate: in^ Western Europe 
(though America’s is almost double). The 
Law Commission thinks’ its proposed 
changes would have little impact. Happily, 
there are already signs that the divorce rate 
is flattening out. That may be because cou- 
ples are marrying later—fewer than 10% of 
British brides were Fara in 1986; com- 
pared with 25% only 15. years ago. Later 
marriages tend to last longer. 























Bids and buys 


Carl Icahn launched a bid for 
Texaco which values the com- 
pany at $14.5 billion. 


The British government 
cleared the way for a bidding 
war for Rowntree, a confec- 
tioner which makes Kit Kat 
chocolate bars, Two Swiss 
groups, Nestlé and Suchard, 
bid more than £2 billion. De- 
spite staunch local political 
and press opposition to a for- 
eign takeover, the government 
decided not to refer the issue 
to the Monopolies and Merg- 
ers Commission. 


Ford paid $425m to buy BDM 
International, an American 
high-tech consulting and com- 
puter software company which 
sells mostly to military custom- 


a small bite out of Ford’s cash 
hoard of around $10 billion, 
after four years of excellent 
profits. 


American Airlines ordered 50 
Boeing 737-200s, worth more 
than $2 billion. The deal will 
benefit Boeing, which had 
sold only 276 of the aircraft, 
and Rolls-Royce, whose en- 
gines will power these aero- 
planes; 


Economies 





Britain's GDP in the first 
quarter of 1988 was 4.6% 
higher than it had been a year 
earlier, but preliminary out- 
put-based figures suggest a 
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slowing from the rapid pace of 
advance in the second half of 
1987, especially in manu- 
facturing. 


Japan's gross overseas assets 
grew by one-third last year, up 
$60 billion to reach $241 bil- 
lion. That put Japan far at the 
top of the world league table 
of creditors, for the third year 
running. The Bank of Japan, 
in its efforts to support the 
falling dollar against the yen, 
accounted for much of the 
jump... 


Mexico said it would freeze 
the value of the peso until af- 


ter the presidential elections 


in July, which would mean 


'spending some of its precious 


$17 billion of foreign-ex- 
chahge reserves. The govern- 


_ ment also unwrapped yet an- 
ers. The acquisition takes only | 


other package of economic 


reforms. 


Bits and bytes 





Robert Allen, AT&T's chair- 
man, said the company will 
curtail purchases of personal 
computers from Italy's Olivetti 
in which it holds a 2296 share. 
Sales of Olivetti computers in 
America have been disap- 
pointing, and the dollar's fall 
against the Italian lira is mak- 
ing them unprofitable. 


The first American-Soviet 


 personal-computer joint 


venture should have a more 
appreciative market. Ad- 


' vanced Transducer Devices, a 


Silicon Valley company, plans 
to assemble IBM-compatible 
personal computers in Rus- 





` give 60 days’ notice before 








sia—together with | 


Electronorgtechnica, a Rus- 
sian trading company. 


Matsushita, a Japanese elec- 
tronics company, will start 
making personal computers in 
America to sell to IBM. 
Matsushita had been supply- 
ing computers to IBM from Ja- 
pan until America slapped 
100% tariffs on Japanese per- 
sonal computers in retaliation 
for alleged infringements of 
the two countries' semi- 
conductor-trade deal. 


Trade 


President Reagan vetoed the 
controversial trade bill, fol- 
lowing a two-to-one vote in its 
favour by the House of Repre- 
sentatives. Mr Reagan ob- 
jected to clauses that would 
have required companies to 


plant closings and large-scale 
layoffs, and that proposed re- 
strictions on the export of 
Alaskan oil. The House of 
Representatives voted to over- 
rule the veto. Will the Senate 
too? 


Countertrade ison the wane. 
After a peak in 1985, the 
number of countertrade con- 
tracts signed has fallen; devel- 
oping countries engaged in 
countertrade fell from 72 in 
1986 to 65 last year. 


People 





Hisashi Shinto became chair- 
man of Nippon Telegraph and 






















Telephone, Japan's biggest 









company, moving up the lad: 
der from his previous post as 
the company's president. 


John LaWare, a Boston 
banker, will be nominated by 
President Reagan to take the 
seat on the Federal Reserve 
Board vacated by Henry 
Wallich. 


Disaster at sea 


The month-long fire that de- 
stroyed Brazil's biggest off- 
shore platform is likely to 
produce the world's highest 
offshore insurance claim—up 
to $330m. Nobody was in- 
jured in the fire, but it has 
caused the loss of 1196. 0f Bra | 
zil's oil and gas supply. 


Iran has lost around 50,000 
barrels of oil a day since last 
October, because of attacks 
on its offshore drilling plat- 
forms by American warships. 





Bottom lines 


British Airways is the 
world's most profitable airline. 
In fiscal 1987, its pre-tax prof- 
its were £228m ($388m), a 
4196 jump from the previous 
year. But the £246m BA paid 
for loss-making British Cal- 
edonian turns out to have 
been the tip of an iceberg: 
consultancy fees, redundancy 
payments, and continued 
losses from BCal added 
£129m to its cost. 


Sony, a Japanese electronics 
company, reported a 47% 
jump in net profits, to Y36.7 
billion ($265m). Despite a 
poor export performance be- 
cause of the higher yen and 
competition from other Asian 
producers, sales rose 10.596 to 
¥1.4 trillion. 
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Why half-reformed communism 


isn't working 


In the week when the Hungarian communist party threw out the original 
defender of economic reform in favour of someone even more radical, a 


ca, ng economist in an East European country reports, with anec- 


dotes 
so slowly uphill 


N THE old centre of Cracow, one of the 
most polluted cities in Europe with gut- 
tting tap water, there wells up a healthy 
.uineral water. The authorised state enter- 
prise is unable to bottle it fast enough, so 
most of the mineral water pours into the 
municipal sewage system. A private enter- 
prise with access to “foreign ethnic capital”, 
proposed a joint venture. The general man- 
ager of the state bottlers turned this down 
flat, and Poland now has a free enough press 
for a local newspaper to ask why. 

The state manager was behaving ratio- 
nally. His bonus and local power do not de- 
pend upon bottling more mineral water, but 
upon showing loyalty to his superiors. They 
would react to any manager who dabbles 
with private enterprise by extra auditing of 
his state enterprise’s books, which few such 
books can stand. Two years ago Polish news- 
papers praised CSK, a private firm producing 


m all round the bloc, why Gorbachevian economics is struggling 


successful computer software in Odansk. In 
the next three months the firm was sub- 
jected to six different audits by various state 
bodies, including the local arm of the Anti- 
Criminal Activity Board. In Poland, it does 
not pay to advertise. 

In the congealed Soviet Union co-oper- 
atives are not being set up at the speed Mr 
Mikhail Gorbachev and his prime minister, 
Mr Nikolai Ryzhkov, wanted. When a new 
co-operative tries to purchase tools or com- 
ponents from a big state firm, or raw materi- 
als from a state warehouse, it is told “you 
have no limits.” This means that new co- 
operatives are not on the list of receivers of 
rationed goods—without which production 
is nearly hopeless. 

An especial disappointment for Russian 
consumers is that there has not been any 
rush to open new co-operative restaurants 
or cafeterias, or to take over old loss-making 
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Patience, comrades 


ones on an agency basis, despite enormous 
unsatisfied demand. Some of the thwarted 
restaurateurs blame this on the bureaucra- 
cy’s obsession with plans that are dottily im- 
posed even. upon new entrepreneurial ven- 
tures, and insistence on a myriad of 
regulations and audits. 

A franker reason is that state catering 
workers—who might otherwise become res- 


taurateurs—at present make a good living _ 


by pilfering and reselling on the black mar- 
ket all of the nicest foods in short supply. If 
they were in the private sector their incomes 
would fall because it is not profitable to steal 
from your own business. 

This opportunity to steal within state 
enterprises helps explain why Hungarians 
responded to their freer-market reforms 20 
years ago by becoming moonlighters—keep- 
ing their state jobs while starting much more 
productive private ones on the side. The 


new government's Thatcherite reformers — 


want to curb pilfering, and some moonlight- 
ers are cross. An engineer in a 17-man busi- 
ness partnership told a survey: “Originally 
all 17 of us started to work for our business 
partnership as part-timers, but now eight of 
us work full time. This became a necessity, 
since we were harassed a lot in our firm— 
including. me, although I worked for 29 
years in the company.” 

Some reforms are retreads of policies 
which were abandoned before. In Bulgaria 
anybody who buys a new car from a state 
factory has to pay in advance, and then wait 
six to eight years for delivery. People who 
could get immediate delivery of a second- 
hand car are willing to’ pay well above the 
official list price applied to new cars, and for 
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.ond-hand sales to rake place in a free mar- 
ket. Then they said that a free market had 
brought unacceptably high prices, so two 
tate firms were given monopoly rights for 
buying and selling used cars. T. 
body would like to buy the: 
ars at the local monopoly's low prices; but 
has not got any because nobody is willing 
I their cars to it. Owners have found a’ 
w way of re-establishing scarcity prices by 
ising sales of cars.as car patts. The sale 
f a car as an. assembly of parts gives an 
wner about twice as much as he would get 
om the state monopolists. The Bulgarians 
may re-open the free market.» 
Slightly freer production does not meet 
demand. In Poland there are now far more 
firms producing building materials 
than there were ten years ago, but the des- 
perate shortage of bricks, tiles and guttering 
inues. High taxes are to blame. If a pri- 
_vate brickmaker trebles output from 1m to 
3m bricks.a year, the tax rate on its owner 
es from 75% to 9596. As a result, private 


building-material firms employ on. average 
only two workers plus the owner. The most 
economic size for a firm would probably be 
10-12 workers. If the top tax rate on owners 
were cut from 9596 to 65%, analysts of the 
Polish building-components industry be- 
lieve it could treble output.and thus. pay 
much higher total tax revenue. The owner 
of the oldest furniture-moving firm in Po- 
land says his firm succeeds because it is the 
only one allowed to have several vans. 
Newer rules say that a private firm can own 
only one van and the owner has to be be- 
hind the wheel—which makes profitable op- 
eration impossible. — ^ - 

While the new private firms áre-not be- 
ing given free rein; the crisis in the old state 
industries grows ludicrously worse; 


Corrosion across frontiers 

The uncoated steel pipes used in Soviet oil 
and gas pipelines have to be replaced every 
two or three years, because of the corroding 
effect of hydrogen sulphide: This problem is 
being met not by coating the pipes, but by 





huge repair and. maintenance operations. 






These repairs count as part of the oil-and- 
gas industry's production, and thus increase 
managers' bonuses. Ás the industry is a pri- 
ority, it has no difficulty in securing re- 
sources for the repair jobs. Grants, credits 
and higher prices allow priority industries to 
get all the metal supplies they want and to 
absorb all costs. Índeed, the higher the costs 
the higher is said to be the industry's con- 
tribution to net material product (which is 
GNP in cyrillic). 

Without good pipe-coating technology, 
the steel pipes used in municipal central- 
heating and water systems in Soviet cities 
break down far too frequently. They are al- 
ways repaired after they ought to be because 
the resources needed are being used for the 
more important job of repairing oil-and«gas 
pipes in Siberia. Enormous waste and freez- 
ing misery result. On average there is one 
breakdown per year along each kilometre of 
these pipes, which is 212-to-5 times more fr 
quent than in the late 1970s. 

In 1985 and 1986 a car factory in War- 





































Zlot a lot of dollars 


.. WARSAW 


THERE is one state enterprise that is 

flourishing in Poland: turnover at 
Pewex, the chain of foreign-currency 
stores, rose 19% to $440m last year. 
. Pewex shops are a mixed blessing for the 
- government. The local demand for for- 
eign currency they create bolsters Po- 
land's ever-growing black market for dol- 
lars, nudging official and unofficial zloty 
values ever downward. The shops are tol- 
* erated because, for every dollar.Pewex re- 
ceives from its customers, it hands 55 
cents to the state. 

In a country where hard-currency 
debts at the end of last year totalled $39 















billion, up $5.7 billion from the year be- 
fore, this flow. of foreign money is pre- 
cious. Pewex will continue to grow; as will 
the black economy. © 

Pewex stores-are a convenient way of 
rationing scarce goods by price (the day’s 
black-market exchange rate) rather than 
queuing. Alcohol and videotape recorders 
are the two biggest sellers in Pewex stores, 
followed by food, cigarettes, clothes and 
cosmetics. From day to day, demand and 
supply of Pewex goods, rather than de- 
mand for dollars themselves, tend to de- 
termine the price of foreign exchange on 
the black market: Polish vodka accounts 
for around 20% of Pewex turnover. Black- 
market rates for dollars were around 10% 
above today’s levels two months ago, fu- 
elled by a thirst for vodka with which to 
celebrate the Easter holidays. 

Sales in 1988 are expected to rise by at 
least 12%, to around $500m. Like many 
other Polish forecasts (including those 
found in the five-year plan), this is guess- 
work; sales could rise.much faster than 
that. “We have a system without money”, 


says Mr Stephan Bratkowski, an econo-~. 


mist and dissident; zloty inflation last year 
ran at around 26%, and this year is jump- 
ing towards 40%: unscathed by its treat- 
ment in mote familiar overseas exchange 


lar-dominated notes called bony which 
^ Pewex hands out as change to its. custom-. 


markets, the dollar (the foreign currency. 
most widely used) buys roughly what it did : 
a year ago. Foreign currency, and the dol © 







ers, are used for all sorts of private transac- 
tions. Dollars can cut the waiting time for 
a new car from around three years to three 
days. 

Poles were first allowed into Pewex 
stores in the 1970s. Before then they were 
for foreigners only. Most of the money 
spent in the stores comes in the form of 
private remittances to Poles from relatives 
living abroad, held (legally) in foreign-ex- 
change bank accounts. Remittances have 
been risirig fast in recent years. In the first 
nine months of last year they were up 4396 
on the same period a year before. Esti- 
mates on the pool of dollars circulating 
within Poland range between $3 billion 
and $4 billion, stored in bank. accounts 
and under the mattresses of those les 
trusting of the state banks. : 
















Only $1 a kilo. 





















An exchange-rate map, part 2 — 





Last week’s Economics Focus explained that most exchange-rate sys- 
tems call for some combination of co-operation between governments 
and/or explicit rules to limit their freedom. This week’s article asks 
which mixture of the two works best ` 











Ce I, introduced last week, plots 
a selection of exchange-rate systems 
according to two criteria. The vertical axis 
measures each system’s reliance on rules 
as against discretion. The horizontal axis 
" measures economic co-operation between 
governments. Fun as it is to puzzle over 
where to put each system, the chart as we 
left it offered no pointers for govern- 
ments. All four quadrants can claim sys- 
tems that worked and systems that 
failed—or, as in many cases, sys- 
tems that worked for a while and 
then failed. Before the chart can be 
more helpful, it is necessaty to be 
more precise about what "success" 
means in exchange-rate policy. 
Arguably, what matters most is 
credibility. If an exchange-rate sys- 
tem is. both. properly understood 
and expected to-last—the two 
rarely go: together—it provides a 
stable background against which 
businessmen and others can form 
their views of the future. Certain 
sorts of volatility will remain. For . 
example, under credibly fixed cur- 
rencies a change in fiscal policy is ` 
likely to cause bigger swings in in- 
terest rates than when the peg is 
thought likely to give way under : 
pressure, But credibility at least - 
means that the system itself is un- 
likely to be a source of surprise. . 
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It seems safe to say that economies 


grow more slowly when dogged by uncer 


tainty, and that credibility reduces uncer- 
tainty. A different, though related, bene- 
fit is that when policymakers are judged to 
be credible they find it far easier to get 
their way. Suppose a government states 
` that it will peg its exchange rate, but the 
market thinks the currency will come un- 
der pressure. If the commitment is be- 
lieved, the government should be able to 
defend the peg merely by saying it will. If 
its promise is not credible, defending the 
rate will mean either changes in interest 
rates or foreign-exchange intervention. ` 
Chart 2 considers how the credibility 
of policy (which is measured on the verti- 
cal axis) might vary according to the reli- 
ance on rules as against discretion (the 
horizontal axis). To the extent that a gov- 
ernment has an exchange-rate policy of 
any sort, its credibility is likely to increase 
up to a certain point as reliance on rules 
increases. A policy that allows too much 
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freedom makes declarations of intent on 
exchange rates suspect. (Point A repre- 
sents such a policy: the Louvre accord, 
say.) Equally, though, over-rigid rules may 
Start to. undermine the government's 
credibility. That is bound to happen, for 


. example, if the rules become mutually in- 






consistent, or if the government seems to 


- be promising too much. (Such a policy 


would appear as a point like B: Bretton 
Woods!) So the credibility curve starts by 
sloping upward and then falls. 

The curve takes co-operation as fixed: 
in effect, it represents a line drawn verti- 
cally down chart 1. What will the curve do 
if co-operation varies? A plausible guess is 
that its shape will alter. At high levels of 
co-operation, it is likely to turn down 
faster as rüles increase, because the system 




















will arrive that much sooner at the prob- 
lem of trying to do too many things at. 
once. Conversely, at low levels of co-oper- | 
ation, credibility is likely to rise for longer. - 
as rules increase, because the system has’ 
little but rules to rely on. : 

This thinking has been transcribed on 
to chart 1. At any level of co-operation the; 
shaded region shows a range of choices on. 
rules and discretion, all of which provide a 
credible policy. Call this the zone of credi-: 
bility. Outside this zone policies lack 
credibility because they have either too - 
few rules or too many. The zone slopes 
downward from left to right: In other 
words, more co-operation allows govern- 

ments more discretion while still | 
[] maintaining a credible exchange- 
rate policy. In addition the zone's : 
centre of gravity is more than half 
"way up the chart, reflecting the’ 
view that it is better to have too 
many rules than too few. The re- 
sulting pattern seems more or less 
to fit the facts. The zone embraces 
most of the "successes" and ex- 
cludes all the "failures". 

Bretton Woods is an interesting, 
and revealing, exception. This sys- 
tem lasted for nearly 30 years be- 
fore it collapsed. Despite that long 
period of success, few think that a 
new Bretton Woods could work to- 
day; most of those those who pine ~ 
for more rules want something less 
rigid, like the EMs. Is the credibility 
zone therefore shrinking! That 
seems likely. The growing integra- 
tion of international capital mar- 

kets means that capital is freer to flow 
around the world in response to snippets 
of new information. That makes main- 
taining an exchange-rate policy a trickier 
task, though it also increases the benefits 
to be gained from doing it well. 

In terms of chart 2, bigger flows of cap- ` 
ital are pushing the curve down; this cor- ` 
responds to the shrinkage of the zone in 
chart 1 from the earlier boundaries - 
marked by broken lines. The possibility of 
shrinking credibility suggests that govern- 
ments should not be content to adopt a 
system within the zone, but should also 
try to slow or reverse the shrinkage by fos- 
tering credibility in ways that have noth- 
ing to do with rules or co-operation. 
Reputations take time to build, so the re 
ward for loyalty to any chosen regime will 
usually be a rising credibility curve. Above 
all—regardless of what other govern- 
ments are doing—pursue boring, unad- 
venturous macro-policies so as to give the 
markets as few upsets as possible. 



































Be 




















BUSINESS 





saw fulfilled its output plan, but only be- 
cause some parts had to be rushed to War- 
saw by helicopters from suppliers over 300 
. miles away. This novel variant of a just-not- 
_ in-time inventory system necessarily applies 
. to "priority industries" only. The factories 
that are not on the planners' list are not 
. serviced by helicopters; when they have not 
got adequate supplies, they just stop produc- 
_ ing for a time. 
- Another Polish vehicle producer, a van 
factory in Starachowice, has recently been 
selling bonds at interest rates far below the 
inflation rate. Why does anybody buy them? 
- Because the bonds carry a promise of prior- 
‘ity in buying new vans. This is an inefficient 
‘way to compensate for lack of a market 
mechanism to distribute things where they 
are wanted. But, on the supply side, the lack 
of mechanisms to distribute effort where it is 
wanted is far worse. 

A recent study by some Chinese econo- 
‘mists, funded by the World Bank, sought to 
- discover the relative profitability in commu- 
— mist China of enterprises that were facing a 

sellers’ market (ie, producing things people 
wanted) and those producing things that did 
not seem to be wanted much. It showed al- 
- most equal profitabiliry—25.1% for those 
facing a sellers’ market, and 23.3% for the 
rest. If a similar study were made in almost 
any communist European country, it would 
show even sillier results, which is why the 
most tiresome shortages continue. 


The toilet-paper crisis 


- The Economist last March 5th noted that 
before Taiwan dashed for freer markets in 
1960, 
Taiwan was an island of penury. One of its big- 
gest businessmen says “We didn't even know 
~ about toilet paper—we used bamboo sticks". 
Today, the island can buy toilet paper by the 
forest. 
The Soviet Union, Czechoslovakia, Poland 
and Romania have plenty of forests, but 
their lavatories don’t profit from that. One 
of the banners recently carried by demon- 
strators at Wroclaw, Poland read: “Social- 
ism is a system for raising toilet paper to the 
rank of a first-rate economic problem”. 
These misfortunes will continue so long 
as communist countries keep their econo- 
mies in a state of chronic overdemand, and 
= without enough market-driven enterprise. 
— The overdemand is growing worse, even 
É while officials say the opposite. 
T “There is no reason why Poles should be 
condemned to a bad currency", proclaimed 
) the president of the Polish National Bank, 
— when presenting his programme to strength- 
en the already overvalued Polish zloty and 
curb inflation in early June 1987. In the year 
$ since his announcement, inflation in Poland 
has risen from 25% to nearly 40%, and the 
budget deficit has increased to more than 
300 billion zlotys. 
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West German businessmen 





The left-wing bosses 


BONN 


R HEINZ RUHNAU, chief executive 
of Lufthansa, looks the kind of boss 
workers love to hate. Cool, precise, deter- 
mined (some say ruthless), he constantly 
drums home the need for more productiv- 
ity, cost-cutting and wage restraint. At 
Lufthansa, he has chopped bureaucracy, 
streamlined decision-making and revamped 
sales and marketing. Though the airline’s 
net profit rose in 1987 by DM22m to 
DM86m ($48m), he says that even tougher 
action is necessary in preparation for the 
single European market planned for 1992. 
The model of a modern German man- 
ager? Not quite. Mr Ruhnau was for years a 
negotiator with the powerful metalworkers’ 
union IG Metall. He once ran a 114-day 
strike to win sick-pay rights. Now he is one 
of a handful of Social Democrats who hold 
senior executive jobs. They are an unusually 
tough and wily bunch. 
Mr Detlev Karsten Rohwedder, another 


Mercedes cars. Because of his politics he was 
passed over at least twice for the top job, be- 
fore getting it last year. Now he faces friction 
with party friends. They dislike Daimler's 
“Gigantomania”—gobbling up other com- 
panies like Dornier and AEG. And they hate 
the group's emergence as the country’s big- 
gest producer of military equipment. 

Mr Manfred Lahnstein, the former So- 
cial Democratic finance minister, suffers 
similar but smaller irritations. As a board 
member of Bertelsmann, the world's biggest 
media company, he is responsible for private 
television. Some of his party comrades treat 
this with reserve, and also sniff (whether 
with envy or disdain is hard to say) at his 
large salary. Bertelsmann board membe 


. earn on average around DM1.5m a year. 


Messrs Ruhnau and Lahnstein came to 
social democracy via the trade unions. Mr 
Rohwedder was dazzled by Professor Karl 


Schiller, a Social Democratic economics 





Social Democrat, stepped out of the shelter 
of the Economics Ministry in the late 1970s, 
where he had been a state secretary for nine 
years, to become chief executive of Hoesch, 
a steel group based in Dortmund. It was not 
long before angry workers were besieging his 
board room and parading through the town 
demanding his departure. The steel slump 
of the early 1980s forced Mr Rohwedder to 
cancel plans for a new steel plant and chop 
thousands of jobs, becoming one of the big- 
gest bogey-men in the Ruhr. He is still not 
exactly the toast of Dortmund, but—to the 
surprise of those who at first judged him a 
social-democratic softie—Mr Rohwedder 
has stuck it out. Hoesch has diversified into 
electronics and machinery. Steel now ac- 
counts for less than one-third of sales. 
Being a Social Democrat has meant dou- 
ble-trouble, too, for Mr Edzard Reuter, chief 
executive of Daimler-Benz, the country’s 
biggest industrial group and maker of 


Hands-on managers: Reuter, Pohl, Lahnstein 


minister. Mr Reuter’s father was an out- 
standing leftist leader driven into exile by 
the Nazis. The Bundesbank president, Mr 
Karl Otto Póhl, another prominent Social 
Democrat in a sea of conservatism, joined 
the party soon after the war as a reaction 
against any politics smacking of the right. 
He has stuck to his membership despite pol- 
icy differences with other Social Democrats, 
including Mr Helmut Schmidt in the early 
1980s. And he is one of a notable trio which 
confounds the rude old saying that “Die 
Sozis kónnen nicht mit Geld umgehen" 
(Pinkos can't handle money). The other two 
are Mr Manfred Schüler, a balance-sheet 
wizard at the Kreditanstalt für 
Wiederaufbau, a big Frankfurt-based bank; 
and Mr Horst Schulmann, Mr Schmidt's 
former economic policy adviser and now 
managing director of the International Fi- 
nance Institute in Washington. 
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British takeovers 


Storm in a 
chocolate cup 


Y NOT referring the question of its 
ownership to the Monopolies and 
Mergers Commission, Britain's trade and 
industry secretary, Lord Young, has started 
a bidding war for Rowntree, a chocolate 
maker based in York. He has also sharpened 
the conflicts between the national and Euro- 
pean bits of Whitehall's competition policy. 
The Rowntree affair poses a problem in 
merger policy for all EEC countries. Like Brit- 
ain, they should be switching from running 
a national merger policy to one appropriate 
for the years after 1992, when the European 
Community is supposed to become a single 
market. During the interregnum, a Swiss 
id for Rowntree cannot reasonably be te- 
..tred to a national anti-trust authority be- 
cause, in British terms, the effect on compe- 
tition is nil But what if Cadbury 
Schweppes, another British choc-maker un- 
der threat from foreign predators, were to 


PITTSBURGH 


OME of America’s fastest-growing 

companies are neither manufacturers 
nor services firms but a bit of both; they 
are found in high-tech and no-tech busi- 
nesses. They apply computer wizardry to 
the age-old problems. of manufacturing: 
Pittsburgh is a centre.of such activity and 
the Carnegie Group a good example of it. 

Carnegie was started in 1984 -by four 
professors from Carnegie-Mellon Univer- 
sity who wanted to put their computing 


bored by it and sold out). The company. 
applies artificial intelligence, usually re- 
gatded as a far-out and unproven art, tó 
hümdrum applications: 


than a production line making computer 
“circuit boards. But the job of deciding 
which line should move at what speed; 
and whether to switch à team of workers 
from one job to another, is complex. Be- 
cause such decisions involve half a dozen 
other teams of people, a foreman on the 


variables than an air-traffic controller. 
Carnegie Group designed a: computer 


helped to make these decisions for them: 


a year and saved the company $12m. 
Most of Carnegie's. clients are high- 








expertise to work in the hard world of 
business (though they subsequently got. 


There are few things more hümdruig 


production line often has to juggle more. 


program for Digital Equipment which’. 
it doubled the number of boards made in 


other 
* Cadburys, the two most talked about are Al- 





merge with Rowntree? 

Two Swiss companies, Nestlé and Ja- 
cobs Suchard, have been-jostling to buy 
Rowntree: Nestlé has already bid £2.1 bil- 
lion ($3.9 billion). After Lord: Young's an- 
nouncement Suchard upped the odds to 
£2.3. billion. Others may enter the fray. 
There will certainly be more European bids 
for British companies but has Lord Young's 
decision made British industry more vulner- 


table to hostile bids? 


The short answer is'no but that has not 
stopped the City searching for likely (and 
unlikely) British brand names which specu- 
lators say could be snapped up by foreigners. 
That fishing expedition landed only one 
early catch: Cadbury Schweppes, a choco- 
late maker with a shopful of international 
brands, like Dairy Milk and Schweppes 
Tonic, as well as a big hungry shareholder, 


. America’s General Cinema, which owns 


18.4% of its equity. 
The net has now widened to include 
big British companies. After 


lied-Lyons and Ranks Hovis McDougall 
(RHM). Both have similar pedigrees: a collec- 
tion of established brands and a potential 


. panies. And even those who are interest 


! expensive. 


‘bidder. Mr Alan Bond, an Australi: 
brewer, owns 796 of Allied, which:mark 
successful drinks like Harveys, Courvoisie 
and Tia Maria as well as Lyons Red Label tei 
and Lyons Maid ice cream. Goodm 
Fielder, an Australian industrial firm; ha: 
built up a 30% stake in RHM, which make: 
Mothers Pride bread and Bisto gravy. o 

Affected by “brand mania" the City ha 
also toyed with other names: eg, Guinness 
brewer and distiller, and Grand Metrop 
tan, a leisure group. Food manufact 
like Dalgety, Unigate and Northern F 
ate also being picked on for individ 
brands. Some City analysts have eve 
moved away from the food and drink sector 
and are whispering about other establish 
British names: for instance, Boots (a chem 
ist) and Reckitt & Colman (a household 
products group). 

These exercises may keep highly pai 
City-analysts occupied but they have an ai 
of unreality. Few prospective buyers have 
been lined up for these "brand-rich" to 



























are unlikely to: bid when the targets mee so 








Where new technology meets old - 


technology companies like DEC; willing to 
gamble alittle on something as risky as ar- 
tificial- intelligence. Boeing, Ford, Texas 
Instruments, DEC and us West, a baby 
Bell, each own 10% of Carnegie’s shares, 


have seats on the-board and, between _ 


them, account for about 30% of the com- 
pány's revenues. 

Other customers are different. Ell 

wood City Forge runsa forging shop. Just 


.. old fashioned metal-bashing, but quite as 


complicated as a semiconductor factory 
(or as an air-traffic control tower). A forge 
bashes: out custom-made pieces of basic 


steel: the company has thousands of or- 


ders, lots of equipment and no economies 
of scale. Because customers do not conve- 
niently demand what is most efficient for 


-. , the forge to make, the organisation of the: 







































forge's workload is more important in giv- 
ing the company an edge than, say, wage 
rates or new equipment. 

Which is why Carnegie was brought in: 
to improve this organisation with an arti- 
ficially intelligent computer. With a grant 
from a charitable foundation, the cont 
pany invented a. program which works out 
the best way of reconciling the conflicting 
demands.of customers and metal-bashing 
equipment, The project may or may not. 
be profitable: But: it^ has already shown 
one thing, as.Carnegie's boss, Mr Dennis 
Yablonsky, says: 

It doesn't matter if it’s a $60-billion Ford Mo- `: 
tor Company or a $50m Ellwood City Forge. 
If management believes they can use [artifical 
intelligence] to create a competitive edge, 
we've got a good prospect. If on the other 
hand ‘management views technology as a nec- 
essary evil to be put off for as long as possible 

they’ re nót a good prospect... 























The biggest bluff? 


“AR CARL Icahn is not a man of 
small gestures. On May 25th the 
corporate raider made a $14.5 billion 
takeover bid for Texaco. Mr Icahn, who 
already holds a 14:896 stake in Texaco, 
-played a large part in settling the compa- 
.ny's long dispute with Pennzoil over 
;Texaco's 1984 purchase of Getty Oil—a 
battle which drove Texaco into Chapter 
1H bankruptcy. Mr Icahn is now seeking 
a reward for his help. 

Texaco is badly in need of restructur- 
ing. Mr Icahn would like to see an aggres- 
sive sale of specified assets, linked to a 
share. buy-back of some $2 billion; 
Texaco is keener on a more orderly $5 
billion sale of its own (different) choice of 
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assets and a smaller share buy-back. That 
squabble led Mr Icahn to propose his 
own slate of five board candidates—in- 
cluding himself—for Texaco's annual 
general meeting in June. The company's 
response was to sue Mr Icahn for alleged 
violations of America's securities laws. 
Mr Icahn says that his bid—which is 
open for only two days—is friendly. It is 
also a crafty negotiating ploy. Mr Icahn 
would like Texaco to call a shareholders' 
meeting tó consider his offer; if the bid is 
not financed before the meeting, Mr 
Icahn says that he will forfeit $100m to 
the company. If, as is likely, a meeting is 
not arranged, or if another bidder bet- 
ters Mr Icahn's $60-a-share offer, he will 
keep his.$100m. Mr Icahn is banking on 
another bid emerging—or senses that 
Texaco has a white knight in the wings. 






















j 








Japanese foreign direct investment 


TOKYO 


Japan's wave of foreign direct 
investment is cresting. In the fi- 
nancial year to March, invest- 
ment overseas was $33 billion, 
HA 50% higher than in fiscal 1986; 
in the year before, the rise was 8396; in the 
“years until. 2000, according to the Ministry 
of International Trade and Industry (mii), 
"investment will increase by an annual aver- 
-age of 14%. As economic growth is driven 
more by domestic demand and less by ex- 
“ports, Japan may become a diminishing capi- 
.tal exporter. And as big companies com- 
plete their first round of foreign investment, 
so the initial impact will wear off. A survey 
by the Japan Development Bank published 
last year found that nearly all big companies 
already have overseas investments. 
That does not mean Japanese foreign in- 
‘vestment will disappear, merely that the 
next wave will be different. It will wash up 
medium-sized companies on foreign shores 
(often component suppliers to big groups) 
and bring top-up investments by existing in- 
vestors. Already, in the year to March 1987, 
there were 599 instances of foreign direct in- 
vestment by small and medium-sized firms, 
up from 318 the year before. 

North America will remain the main 
destination for Japanese capital exports, but 
its share will probably decline. In 1986 
nearly half Japan's foreign investment went 
to the United States, and the Japanese gov- 
ernment will try to discourage that from 
- happening again. The number of billion- 
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The diaspora comes home 


-This concluding article in our series on Japan's diaspora suggests that the 
country's investment abroad will change in the next 
will change the way Japanese companies think of themselves at home 


; and that this 


buck takeovers of American firms by Japa- 
nese ones (such as Bridgestone’s purchase of 
Firestone) has caused some worry at MITI. 
Although 40.American states keep répre- 
sentative offices in Tokyo to lure Japanese 
direct investment, the Japanese fear that re- 
cent attempts to prevent foreigners (for 
which read Japanese) from buying property 





in Hawaii are a sign of America’s teal intent. 
Property accounted for roughly two-thirds 
of Japanese direct investment in America 
last year. 

Europe is Japan's favourite alternative 
to America, especially now that the business 
opportunities that might be created after 
1992 are beginning to sink in. Japanese com- 
panies regard western Europe as an easy 
place in which to do business, especially 
high-technology business. 

The companies that invest in America 
and Europe will do so because they want to 
make goods where their customers are; be- 
cause they need to link manufacturing oper- 
ations with existing marketing networks; or, 
in the case of service companies, because 
they have to provide offices in the places 
where their invisible exports go—financial 
houses in Wall Street or the City of London, 
hotels in California, department stores 
everywhere. 

For companies which invest abroad b 
cause they want to cut costs, the future .. 
likely to bring even bigger changes. Already 
Japanese manufacturers are shifting away 
from the dragons of Asia—Taiwan, South 
Korea, Hongkong and Singapore—because 
their labour costs are rising so fast. 

Japanese companies have virtually 
stopped new investment in Taiwan because 
of the cost, often switching to Thailand in- 
stead. Some companies even talk of shutting 
down existing subsidiaries in Taiwan and 
moving them to Thailand (as Taiwanese 
companies themselves are doing). They may 
find Thailand is already full up. So heavy 
has been the influx of Japanese investment 
into Bangkok, that there is little obvious in- 
dustrial and commercial land left there for 
new investment. The Thai government is 
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wn you're communicating in Europe, it pays to speak with a local accent ~ whatever the’ 
country, whatever the message, whatever the audience. That's why — before the single market 
was even conceived, we at Lopex had responded to the challenges by creating Alliance International. 
A network of agencies spanning 19 cities in 9 European countries. 
A network which is still expanding — and which now includes a strong and determined presence 
in the US and Singapore. d 
A network which was responsible, in the last year alone, for a contribution of over 40% of the 


record group earnings per share and pre-tax profits of £4.7 million. 


LOPEX 


communications group 


If you would like a copy of the 1987 report and accounts and/or the Alliance International 
promotion pack, please contact: Jobn Castle, Chairman and Group Cbief Executive, Lopex plc, 
Alliance House, 63 St Martin's Lane, London WC2N 4BH. (Telephone: 01-836 0281). 
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- cutting back its investment incentives. 

The next favourite may be China, 
which several banks and securities houses 
say is about to take off as a destination for 
— Japanese investment. This view seems plau- 
— sible: China is trying to open its entire sea- 
board to more foreign investment and has 
. changed some of its joint-venture laws to al- 
— low full foreign control. This may help Japa- 
mese firms increase quality standards, which 
. are dismally low in China. 


— Totting up 

- Japan's overseas production should cut the 
country’s embarrassingly large visible trade 
- surplus. The Industrial Structure Council, 


TOKYO 


y 
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| 
Japanese companies learn to 
take on the outside world in 
five stages. At first the com- 
pany is a straightforward ex- 
- porter. That has little effect 
on its organisation, save that interna- 
tional competitiveness is likely to be given 
| a higher priority. - 
| Next the company will make its first 
moves as a multinational. It usually shifts 
I 
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marketing and then production overseas. 


Japanese firms like to do this through . 


joint ventures or greenfield start-ups, 
rather than through’ acquisitions. This 
poses a more complex task for managers, 
bur it is not one that is different in kind 
from the job of managing a domestic com- 
pany. Strong control is exerted from head 
office. Senior managers are Japanese; the 
rest of the workforce is hired locally. 

Problems soon build up even at this 
early stage. Local managers find their pro- 
motions blocked because they do not fit 
into the job-for-life career structure of Jap- 
anese companies. That creates a “two na- 
tions" character to Japanese firms 
abroad— something complained of at Jap- 
anese subsidiaries from Singapore to Sas- 
katchewan. It is a problem which has 
other manifestations: Honda lost a legal 
case in America for discriminating against 
' women—something it would do without a 
— || second thought in Japan. 

P The next step comes when Japanese 
E companies start buying foreign companies 
- || or when their foreign subsidiaries become 
p more than subservient assembly plants. 


hac 


f At this point Japanese firms have to 
ES change. Running the company from head 
bs office is no longer possible. Basic tradi- 
p tions alter, especially the way in which de- 
k cisions are taken within a company. 


In Japan the first few so-called deci- 
sion-making meetings are used to nurture 


a sense of corporate identity and to build. 
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an advisory agency to MITI, estimates that it 
will be worth $19 billion in saved exports 
and added imports by 1990, rising rapidly to 
$47 billion by 1995. That should reduce 
trade friction with America, but may replace 
it by takeover friction instead. 

Some Japanese fear there could be a 
hollowing of Japan, as export of jobs follows 
the export of capital. MITI estimates that the 
increase in overseas production by Japanese 
companies will cost 600,000-800,000 jobs in 
domestic manufacturing by the end of the 
1990s. Whether Japanese people perceive 
this as “taking away our jobs” will depend 
on how much domestic employment is cre- 
ated by ever-higher-tech manufacturing 


_| The five ages of man(agement)... 


up a consensus, rather than to take deci- 
sions. They are routinely attended by 
managers who have no responsibility for 
matters on the agenda. This system baffles 
local non-Japanese managers, and some- 
times frustrates them. This causes them to 
be marked down by their Japanese seniors 
as unco-operative and untrustworthy. 
Thereafter their talents are often wasted. 

.  Sinée this does no one any good, a hy- 
brid company is evolving in America, 
crossing Japanese and American styles of 
management. Few better examples of this 
exist than Honda, us. In Japanese fashion, 
workers organise themselves into groups 
to find ways of improving productivity. 
Good ideas win money and holidays in Ja- 
pan. But in American fashion, more and 
more free-wheeling individualism is now 
being accepted, especially in the design 
department, which has been responsible 
for some of the company's latest cars. 
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companies and by new information-service 
industries. 

Many people think that the way Japa- 
nese companies manage themselves will 
soon change fundamentally. As the box be- 
low shows, the problems of running a global 
company are quite different from those of 
running a domestic one. 

It seems likely that the Japanese compa- 
nies which invest most abroad will also have 
to change many of the attitudes that have so 
far made it difficult for foreigners to pene- 
trate the Japanese market. The biggest effect 
on the Japanese investment diaspora could 
yet take place in Japan’s backyard. 
ee sss 


. Will such a hybrid change the way in 
which companies operate back home? 
That will depend upon whether the 
fourth stage of investment occurs. This is 
a mirror image of the third: foreigners 
take over Japanese companies. That will 
be a slow business. Japan retains its old 
aversion to mergers and acquisitions. At 
the moment, therefore, this fourth rarely 
occurs. But it will have to if there is to be 
any advance to truly global Japanese com- 
panies from which international distinc- 
tions have faded: the fifth and final stage. 

This is still a long way off. So far, for- 
eign influences on traditional Japanese 
management are small. Japanese industry 
is still Japanese. Overseas production ac- 
counts for only just over 5% of total pro- 
duction by Japanese firms, against 15-20% 
for many American and some European 
countries. Still, even that 5% would not 
have been expected by most Japanese a 
decade ago. And already Japan’s Ameri- 
can subsidiaries are taking their first step 
back home: 30 of them will export goods 
to Japan this year. 
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TAYLOR WOODROW 


Construction, Property and Homes — worldwide 





| 27th record year backed by long- term 
property and housing investment 


Sir Frank Gibb, Chairman and Chief Executive, reports: 


The results for 1987 show’ a year of significant and 
not.unsatisfactory progress for Taylor Woodrow: 
Buoyant trading conditions in many of the group's 
major markets enabled us to achieve the 27th 
consecutive year of profits growth. 

Profits from property were up 3196 and housing up 
2996. Increasing rewards are now being enjoyed 
following carcful investments in these sectors in 
earlier years: Construction profits increased 3096 
with our UK. construction interésts making a very 
strong contribution to group profits, a notable 
achievement in a highly competitive ome market. 
There was progressive growth of the group's core 
businesses and, in particular, the property portfolio 
advanced considerably with the gross rent roll 
rising to £46.6 million. The group's investment - 
property portfolio now totals £521 million (1986 
£409 million), which includes a net revaluation 
surplus of £85.8 millión for the year. 

An increased. final dividend of 8p per share is 
recommended which, with the interim dividend of 
2.5p per share already paid, will total 10.5p per- 








share for the year (1986 9.5p) — an increase of 10,596, 
Sharcholders' funds, including retained profits, 
totalled £593.7 million. 

The U.K. construction industry is emerging from a 


period during which work has been available at only 


very slender profit margins and we have been 
awarded ar increased volume of new construction 
business. 

We have played an important role as a founder 
shareholder of Eurotunnel and arce one of ten 
contractors undertaking construction of the 
Channel Tunnel project. 

We expect.our property operations to continue the 


-growth which has been achieved in recent years. 


Our housing developments have progressed well, 
and we plan to press forward with these activities in 
all areas of operation: o 

The board will-pursue opportunities for the 
acquisition of businesses allied to those of the 
company's mainstream activities. 

Thanks are due to our team members and all others 
connected with our businesses.. -< 
















































HIGHLIGHTS 1987 









1986 1987 1986 





Turnover £902.20 £&793.2m 


Earnings per share 30.5p 


Profit before tax 


&731m  &576m 


271p Dividends per share 10.5p 




















Pulling together for people, performance and profit 


This advertisement bas been approved by a person authorised by tbe listitute c of Chartered Accountants in England and Wales, 
Taylor Woodrow plc is required by the Rules of The Securities end Investments Board to state that past performance 
is not necessarily an indication of futitre performance. 
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All of these securities having been sold, this announcement appears.as a matter of record only. * 
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The loan star state 


NEW YORK 


ILE America's financial markets al- 

ternate between worrying about im- 

pending recession and rising inflation, they 

ignore a more imminent problem—the grim 

and gathering financial storm in Texas. The 

state is home to two distinct but not uncon- 
nected concerns: the banks and the thrifts. 

Virtually every bank in Texas has prob- 

s. The most dramatic is the state's larg- 
est, First Republic of Dallas, which only 
three years ago was considered its healthiest 
big bank because it was least exposed to en- 
ergy. Nobody had given much thought to its 
property lending. 

The Federal Deposit Insurance Cor- 
poration (FDIC), the banks’ insurance fund, 
was forced to step in swiftly in March when 
First Republic reported a first-quarter loss of 
$1.5 billion, the second biggest quarterly 
deficit in American banking history. The 
FDIC injected $1 billion and began looking 
for ways to recapitalise the bank. To prevent 
the sort of depositor panic which Chicago's 
Continental Illinois saw in 1984, the FDIC 
also announced it would guarantee every de- 
posit at the bank, not just those up to the 
usual $100,000. 

The subsequent loss of deposits at First 
Republic and other troubled Texan banks 
has been kept secret. Since March the Dal- 
las Federal Reserve Bank has stopped releas- 
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ing weekly deposit figures. Mr Ed Hyman, 
an influential economist at Cyrus J. Law- 
rence, a New York stockbroking firm, has 
had a look at the level of borrowed reserves 
at the Dallas Fed to get some idea. He says 


The situation with the Texas banks looks at 
least as bad as the Continental Illinois crisis. 
Right now the problem looks to be about $6 
billion compared with the $7 billion it cost to 
bail out Continental. That assumes the Texas 
problem does not get any worse. I think it will 
get worse because the banks are still losing de- 
posits and interest rates are going up. 


Mr Hyman believes that the authorities are 
dealing with the problem the same way they 
funded Continental Illinois—by temporar- 
ily injecting money into the troubled Texas 
banks via the Treasury's tax and loan ac- 
count. They can do this because American 
taxpayers pay their annual bills to Uncle 
Sam by April 15th, causing a temporary. 
budget surplus. 

Between April 6th and May 13th bor- 
rowed reserves at the Dallas Fed declined 
from $3.1 billion to $1.7 billion, reflecting 
the injection of money from this Treasury 
account. Mr Hyman guesses that once this 
temporary budget surplus has been spent, 
perhaps by the end of May, the borrowed 
reserves at the Dallas Fed will rise to around 
$5 billion. Since First Republic alone has 





borrowed $1 billion from the FDIC, that 
would mean a total borrowing by Texan 
banks of $6 billion. 

The recent increase in interest rates 
(Treasury bond yields have risen in the past 
three months from 8.396 to 9.396) is not 
helping. A similar rise in the cost of money 
occurred in the months following the depos- 
itor panic which nearly pulled down Conti- 
nental Illinois. Then the borrowing at the 
Chicago Fed did not peak until Septem- 
ber—a four-month lag. If the parallel with 
Continental holds good, then interest rates 
could keep rising until First Republic's 
bankruptcy is formally declared, leading to 
de facto nationalisation. That should in 
turn cause interest rates to fall. Financial cri- 
ses are usually good news for the bond mar- 
ket, in the short term at least. 

Though rising interest rates are hurting 
First Republic and many other fragile banks 
in Texas, they are even more painful for 
Texan thrifts. The thrift crisis in Texas is 
probably worse than the banking one. In 
May a Dallas-based financial institution, 
Sunbelt Savings Association, reported a 
first-quarter loss of $1.2 billion. Most people 
on Wall Street did not even know it existed. 
Sunbelt is not the only disaster. The Texas 
thrift industry had a positive net worth of 
$1.6 billion at the end of 1986. The official 
negative net worth (assets minus liabilities) 
of the state's industry at the end of March 
was $10.1 billion— nearly equal to the $10.8 
billion borrowing authorised in last year's 
recapitalisation of the then insolvent Feder- 
al Savings and Loan Insurance Corporation 
(FsLiC). By contrast, the FDIC still has more 
than $18 billion in cash even though First 
Republic could use up a few billion of that. 

Sunbelt's losses have come about be- 
cause, eventually, realistic accounting proce- 
dures were forced upon it. A similar nemesis 
last year led to 9696 of the $1.3 billion of 
assets of another Dallas thrift, Vernon, be- 
ing declared non-performing—ie, dud. Un- 
surprisingly, Vernon closed shop. A lot of 
other thrifts in Texas still produce accounts 
that fail to reflect reality. Many of them have 
made imprudent investments in the local 
property market. Their problems will grow 
worse. The property market cannot bottom 
out until the weakest institutions dump 
their properties on the market at scrubland 
prices. Foolish federal subsidies are encour- 
aging banks and thrifts to hold on in the 
hope of higher property prices. This means, 
in effect, that both the FDIC and FSLIC are 
holding long positions on a huge inventory 
of Texan property assets. 

When the cost of all chis comes out in the 
open, it could place great strain on Ameri- 
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LOS ANGELES 


USTED by regulators as chairman of 
Financial Corporation of America 
(FCA) in 1984, Mr Charles Knapp is again 
trying to become a big noise in the mort- 
gage business. His Los Angeles-based Tra- 
falgar Holdings has just bought two small 
Californian mortgage brokers—Enter- 
prise Funding and Landmark Mortgage— 
and, he says, would like to buy another 
200 or so across America. Mr Knapp has 
also opened an office in Connecticut to 
scout the east-coast mortgage market, and 
is sifting though foreclosed real estate in 
Texas for bargains. 
Mr Knapp has never done things by 
halves. He built FCA into the biggest sav- 


Captain Knapp’s log 











ings and loan company in America, with 
assets of $34 billion. That was achieved by 
betting on shifts in interest rates and a 
huge increase in loans using hot-money 
scoured from around the globe—a bet 
which he spectacularly lost. 

Bank regulators, who challenged Mr 
Knapp's book-keeping, forced him to re- 
sign. There was a $7 billion run on FCA. 
Although under new management, FCA is 
still in intensive care and seems headed 
for either a huge bail-out or liquidation by 
the Federal Home Loan Bank Board. 

Undeterred by that setback, Mr 
Knapp plans to generate between $1.5 bil- 
lion and $2 billion in mortgage business 


this year. Within five years he expects his - 
Trafalgar Capital to be rivalling the mort- 
gage business of the mighty Citicorp. 
Eventually, he hopes to take the company 
public. 

There are, apparently, still plenty of 
people around willing to punt on Mr 
Knapp. Trafalgar says that it has closed 
transactions on $1.25 billion in financings 
and commitments since early 1985 when 
the company was formed. Overall, says 
Mr Knapp, it has made some $3 billion in 
offers over the past three years. backed 
mainly by a group of British and Euro- 
pean investors: 

Among his exploits was a pledge in 
1985 of $70m to help Mr Paul Bilzerian, a 
Californian corporate raider, to take over 
Cluett Peabody, which makes Arrow 
shirts. In the same year, Mr Knapp and 
ten like-minded folk made an unsuccessful 
bid to snap MGM from the clutches of tele- 
tycoon Mr Ted Turner; then he and his 
investors put their money behind another 
failure—the attempts by a Wall Street cor- 
porate raider, Mr T. Boone Pickens, to 
buy Unocal, a Californian independent 
oil company. 

Trafalgar’s successful deals have been 
more modest—eg, the funding so far this 
year of $325m in mortgages—and have 
failed to win back for Mr Knapp the 
power and prestige he enjoyed in his hey- 
day at FCA. 

Some of Mr Knapp’s executives say 
that he is tired of taking the rap for the 
continuing problems at FCA. When re- 
cently he hired Mr Lawrence Taggart, a 
former commissioner of the California de- 
partment of savings and loans, to head 
Trafalgar Capital, Mr Knapp also hoped 
he hired some more credibility. 











ca's already rickety federal deposit insurance 
system. This would precipitate demands for 
a full-scale bail-out—to be met, of course, by 
the taxpayer who is not paying enough to 
meet America’s ordinary government ex- 
penditure already. The banking crisis in 
Texas could soon be travelling north to Wall 
Street. 





Bolivia 
Doing it 
by the book 


WASHINGTON DC 


T WAS once the worst of all Latin Ameri- 
ca's basket cases, which is no small boast. 
But Bolivia’s economy has greatly improved. 
All of a sudden, it is being rewarded by the 
commercial banks, western donors, the In- 
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ternational Monetary Fund (imp), the World 
Bank and two big oil companies. Other 
debtors take note. 

In 1985 Bolivia's inflation was running 
at an annual rate of 20,000%. The newly 
elected president, Mr Victor Paz Estenssoro, 
and his finance minister, Mr Juan Cariaga, 
applied the brakes. They told loss-making 
state enterprises, including those producing 
tin and oil, to pay their way without 
subsidies. ` 

Many people lost their jobs in over- 
manned industries, including 20,000 work- 
ers in the tin mines. The government tight- 
ened its monetary policy, cut its budget 
deficit by slashing spending and collecting 
more taxes, lowered import tariffs, and kept 
the exchange rate competitive. 

Results came quickly. Inflation dropped 
last year to 11%, and should be about the 
same this year—one of the lowest rates in 
Latin America. After six years of decline, 
real GDP grew last year by 2.2%, and is ex- 
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pected to grow by 2.596 in 1988. Financ 
rewards are coming too. Bolivia's 54 com- 
mercia-bank creditors, led by Bank of 
America, allowed it to buy back, at bargain 
rates, as much of its debt as it could afford 
to. After a four-month negotiation, Bolivia 
has bought 4896 of the government's $670m 
of commercial-bank debt at 11 cents on the 
dollar. It got the money from a dozen west- 
ern donors who deposited it in an escrow 
account at the IMF. The Bolivians now want 
to buy back the other 5296. 

Last week Bolivia signed a letter of in- 
tent with the IMF that looks set to produce 
another first: a credit from the iMF’s new En- 
hanced Structural Adjustment Facility 
(ESAF), which is intended for poor countries 
that are striving to correct balance-of-pay- 
ments difficulties. If approved, the credit 
will be SDR136m ($187m), granted on 
highly preferential terms. The IMF is also 
likely to give Bolivia a credit of SDR40m 
from its Compensatory Financing Facility, 
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From basket case to suitcase 


to cushion the stress caused by low world 
prices for tin, other minerals and natural 
gas. The IMF asked for no new promises in 
return. "We have done it all by the book," 
says Mr Cariaga with pride. 

The International Development Associ- 
ation, the soft-loan arm of the World Bank, 
is expected to approve a $70m credit to help 
Bolivia expand its rudimentary financial sys- 
tem. IDA is also financing a $47m quick-dis- 
bursing loan to allow the country to import 
some of the materials urgently required by 
its oil, railway and construction industries. 
Japan is providing a soft loan of $50m for 
the same purpose. 

In another agreement, the Bolivian gov- 
ernment has initialled a novel deal to settle 
its arrears of $160m with two oil companies, 
Occidental and Tesoro. Bolivia says these 

iilt up because Argentina was slow to pay 
ror its imports of Bolivian natural gas. The 
money will be made available over two years 
from counter-trade receipts in Argentina, in 
the form of irrevocable letters of credit. The 
two oil companies are said to have promised 
to invest another $210m in Bolivia by 1992. 
The agreement covers only natural gas. The 
two companies are free to repatriate their 
earnings from oil. 

Bolivia's economy ought now to be 
ready for sustained growth. Some capital 
that had fled the country is beginning to 
flow back, as long-battered confidence starts 
to revive. Foreign investors are being made 
to feel welcome. 

Despite all this, most of Bolivia's people 
remain dirt-poor. Many have so far seen 
none of the benefits of the economic 
turnround—just the usual hardship and, 
usually, more of it. The government has 
launched a publicworks programme fi- 
nanced by an Emergency Social Fund, 
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which the World Bank backs enthusiasti- 
cally, but this cannot be expected to make 
much impact. One of Latin America's most 
successful governments remains, therefore, 
one of its most unpopular. : 





Chicago’s financial markets 


Future imperfect 


CHICAGO 


FF the hook for the October 

stockmarket crash, Chicago's futures 
and options exchanges are getting down to 
business as usual. They have two pressing 
tasks: to re-establish their reputation for in- 
novative financial instruments; and to fight 
off competition from other international fu- 
tures and options markets, 

The pioneering of new financial prod- 
ucts, and the growing trading volumes in 
stock-index futures and options, came to a 
halt with the crash. So did the uneasy rela- 
tions between Chicago's innovative ex- 
changes and the New York Stock Exchange. 
New York blamed Chicago's: trading in 
stock-index futures for the crash, with no 
clear evidence to hand, so as to divert atten- 
tion from New York's own trading methods. 

In the past seven months futures ex- 
change officials have been shuttling between 
Chicago and Washington, pc, defending 
their products and markets. Barely a week 
has passed without executives from the Chi- 
cago Mercantile Exchange, the Chicago 
Board of Trade or the Chicago Board Op- 
tions Exchange (CBOE) descending on the 
capital and bending the ears of Congress- 
men and regulators. This intensive lobbying 
appears to have done the trick, at least on its 


first targets. None of the mainly anodyne, | 
post-crash reports has blamed Chicago, and 
most have shied from proposing tighter 
regulation of its free-wheeling markets. 

According to Mr Leo Melamed, chair- 
man of the executive committee of the Chi- 
cago Mercantile Exchange: “We were busy 
trying to defend ourselves against demons 
that did not exist. Now we are going to serve 
the needs of the investing public and we are 
going to grow.” 

That growing will face problems. Since 
October there has been a fall of more than 
two-fifths in the volume of trading in the 
flagship contract of the Chicago Merc—the 
Standard & Poor's (s&p) 500 future, which 
is in effect an agreement to purchase the S&P 
500 basket of shares for delivery at a future 
date. 

By contrast, fortunately for Chicago's 
futures traders, old-fashioned commodity 
futures are seeing their best market in more 
than five years. Merc traders have been able 
to turn to cattle and pork-belly futures for 
their living. And at the rival Chicago Board 
of Trade diminishing stockpiles of grain and 
talk of a mid-western drought have meant 
busy trading in the wheat and. soyabean 
contracts. 

The options-exchange traders are not so 
lucky. Roughly 5596 of the total business on 
the CBOE—9.2m contracts a month—is in 
S&P 100 stock-index options, compared with 
6396 out of a total of 17.8m contracts a 
month before the crash (see chart). The rest 
is in options on individual stocks where vol- 
ume has also plummeted as investors de- 
serted the market. That has hit not only 
traders but the exchange as well. The CBOE 
is cutting its staff by 20% from its pre-crash 
levels to around 1,000 through layoffs and, 
ironically for an exchange only 15-years old, 
through early retirement. The exchange can 
now break even on daily volume of 390,000 
contracts, or half the business it was ‘doing 
in September 1987. 

The CBOE has learnt the hard way about 
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i¢ dangers of relying too: heavily on one 


ient with the Chicago Board of Trade to 
low trading of stock-index futures on the 
options floor. It is also having to sell itself 
arder. Traders have begun visiting brokers 


across America to promote what they al 
ipe of product. Ic is negotiating an agree- 


and ore intema nal stock indexes. It will 
“profitable options strategies for a bea - also curb the project to open a second trad- 
ket" oe - ing floor devoted solely to stock-index prod- 
The other two exchanges are ^ rerbisdirig ucts, and i is ironing out the Riso 
their strategies. ‘The Chicago Merc is trim- ele ic ti 
ming its part to trade futures in Japanese 

























as internationally traded as any. 


ESPITE the country's opulence, na- 
ked money-making is frowned upon 
‘in Sweden: remember the young options 
trader who was fired for bragging to a 
. newspaper about his champagne lifestyle? 
Sweden's bratpack should move to Lon- 
¿don or New York, for that is where the 
|| ¿real money in trading Swedish s securities is 
~ being made. 
|. One reason is that the management of 
Sweden’s youngish securities industry is 
- || not yet up to international scratch. Sev- 
| eral banks, including two of the largest 
5d commercial ones, Svenska «Handels 
_ banken. and Gótabanken, lost fortunes in 
the October crash from trading. options 
and futures. They lacked the management 
and computer systems: to monitor the 
tisks their traders were taking. 

More important, hefty commissions in 
Sweden and a turnover tax of 1%, paid by 
"T both the buyer and seller in a share trans- 

action, have pushed share trading to freer 
offshore markets. In London 15 firms 
smake markets in Swedish: shares. Before 
-< the October crash, trading in them was of- 
;;ten five times greater than the volume on 
“the Stockholm bourse. It is: still. often 
twice as great. 

That might seem odd, given that the 
shares which foreigners can get hold of are 
few. Perhaps three-fifths of the Stockholm 
'. bourse’s capitalisation is in firm hands. 

Two-fifths alone is controlled, directly or 

indirectly, by. the Wallenberg family 

(though the recent bid by Stora for Swed- 
. ish Match—of which the family owned an 
influential chunk—has highlighted its 
willingness to sell shares for cash).. Only 
about a fifth of the ‘stockmarket 
capitalisation takes the’ form of unre- 
stricted shares, which foreigners can own 
but have few or no voting rights. 

Yet overseas. investors have often 
proved happy to;pay a premium for the 
: right to have no sayin the companies they 
«| invest in. Before the October collapse, un- 
ie shares sometimes traded at lev- 
| els 40% higher than their restricted equiv- 
d alehts, During the crash, such premiums 
| vanished. Foreigners. dumped an esti- 











Taking stock home 


Sweden’s stockmarket discourage 


|] mated oh 5 billion ae of shares 


s fosei investors. Yeti its shares are 
owcome? 


MARKET FOCUS 





on to the Sodkholjs bonc in the five 
months following the crash. 

That has. not stopped Sweden’s 
stockmarket from rising by 34% this year, 
the paper and pulp sector by nearly half. 
Now overseas investors are dipping their 
toes back into Baltic waters: premiums on 
unrestricted shares have been creeping up 
again. Foreigners are afraid to miss out on 


further rises: between 1980 and last Octo-- 


ber, the Stockholm bourse. climbed by 
over 400%—among the world’s best 


Sweden's stockmarket 3400 
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performers. 

Sweden wins its current charms for the 
overseas investor largely by default. Many 
managers of European portfolios, who 
want a stake in northern Scandinavia, 
think that.the Norwegian and Finnish 
stockmarkets are too small and lack li- 
quidity; and that their economies are not 
sufficiently diverse. Oil accounts for 40% 
of Norway's exports; so the.depressed oil 
price’ threatens — balance-of-payments 
headaches, and a possible currency deval- 
uation this year. 

: Finland's market has recently. reached 
an alltime high. Forestry products ac- 
count for-4096 of Finland's exports. The 
price of wood: pulp surged last year, and 


has continued its rise since. Analysts. 


doubt whether it will rise for much 
- International investors who war 


starting to have more success in topping 












exposure to the Finnish: economy hi 
only one choice—to buyi into Pohjola, 
insurance company which is the big 
investor on the Helsinki bourse: © 

Not that Sweden’s economic outlook 
is perfect. The national system of wage | 
bargaining is fraying. Local unions are ` 


up the wage rises which are agreed cen- 
trally. À three-week strike earlier this year 
by white-collar workers at Volvo, Swe- 
den's main motor manufacturer, de- | 
pressed that firm's earnings by 26% in the 
first quarter of 1988. Most analysts pre- 
dict that corporate profits will grow this 
year by less than half last year's 1696. 

Strong wage demands and buoyant 
consumer spending are pushing up infla- 
tion. In. April alone inflation. was 0.996, 
making it 6.1% in the year; real GDP 
growth for 1988 is unlikely tó exceed 296, 
after 2.8% last year. 

Nevertheless, many investors are at- 
tracted by the:so-called "technical" fac- 
tors of the Stockholm bourse. For exam- 
ple, Swedish companies have heaps of 
cash, although they have recently been 
spending a lot of it on takeovers. They ar- 
gue that they need:to grow big in readi- 
ness for a post-1992 Europe, and assume 
the best way of growing is by takeovers at 
home and overseas. About $10 billion of 
such deals have been announced sincelast į 
September, several by pulp firms such as 
Stora, MoDo and scA, which want to ex- 
pand further out of their traditionally cy- 
clical core businesses. 

The coffers of domestic investment in- 
stitutions are bulging, but they are re- 
strained from investing their cash in over- 
seas securities. They are expected to pour 
about SKr11 billion of new funds into the 
stockmarket this year, up from SKr8.3 bil- 
lion in 1987. That looks quite:a bullish 
“technical factor", and enthusiasts for 
Sweden refuse to’ be frightened by last 
year’s crash. 

They point to the health of Sweden's 
foreign earnings. Three-fifths of the prof- 
its of Sweden’s 30 largest firms, which ac- 
count for. around 60% of Stockholm's 
market capitalisation, come from exports 
or from overseas subsidiaries. 
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uncomfortably, PMT or post-market trading. 

This week the Chicago Board of Trade 
launched a new future on short-term Ameri- 
can treasury notes—in an attempt to win 
business from the New York Cotton Ex- 
change, a soft commodity exchange which 
began dabbling in financial futures in 1985. 
After the success of its night session (to coin- 
cide with the start of trading in Japan), the 
Chicago Board is considering a third daily 
trading session to capture a slice of Euro- 
pean business. . 





„While Chicago's exthanges’ may be. 


squaring up well to fight competition from 
other markets, they are likely to come under 
frequent scrutiny in future from regulators 
and politicians. The House committee on 
the October crash is still taking evidence; 
and some Congressmen are still fuming 
about trading in stock-index futures. Wash- 
ington seems too pre-occupied with the No- 
vember presidential election to consider 
-assing any legislation this year that might 

urt Chicago's markets. But next year, who 
knows? 





Japanese property 
SO far, Sogo > 


TOKYO 


| rid many tremors are registered be 


fore an earthquake? The resignations 
of the vice-president and two other directors 
of Dai-Ichi Sogo Bank, now under investiga- 
tion for allegedly making illegal loans to.a 
property company, have revived fears about 
Japanese banks’ heavy lending to finance 


Tokyo’s 1986-87 property boom. Theres- |. 
disclosure |. of... 


ignations follow the 
unauthorised loans to a property developer 
by a branch of Japan's biggest commercial 
bank, Dai-Ichi Kangyo (no relation to Dai- 


“hi Sogo); then the bankruptcy in February i 


f two Tokyo property firmis; and then ris- 
ing arrears by property companies on their 
bank loans. 

So far, according to a senior official at 
the Bank of Japan, there are no indications 
that any commercial bank faces difficulties. 
But the Ministry of Finance and the Bank of 
Japan have long worried about the banks’ 
rush into the speculative land boom. Last 
year they ordered the banks to. curtail it. 
This had a clear effect. As the chart shows, 
bank loans outstanding to.property firms 
had risen from Y17 trillion ($87 billion) in 
January 1986 to Y27 trillion by July 1987. 
This was equivalent to an annual growth 
rate of 3596, before the levelling-out. 

The land-price boom has faded too. In 
Tokyo, where the boom was loudest, corn- 
mercial land prices have fallen by 4.496 and 





residential land prices by 7.8% in the year to... 


March 1988, according to the Japan Real Es- 
tate Research Institute. Last September the 
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Landlocked 
Japanese banks’ property lending, 
m loans 





















Ei] long-term credit banks 
regional banks 


annual rise in property prices had slowed to 


. around 10%. The giddy stuff was in the year 


‘up to March 1987 when commercial prop- 
erty rose by 23% and residential by 3296 + 
Analysts in Tokyo say that it would take 
a 40% fall in property prices before serious 
discomfort would be felt by financial institu- 
tions, but some banks are clearly worried 










property lending. Loans to property firms 
account for only about.1096 of the lending 
‘of commercial banks. But add in housing 
loansto individuals; loans to industrial com- 
panie against their undeveloped property 
assets; and loans as working capital to cover 
land transaction costs, and the banks’ true 





« fourth-quarter of last year; loans to large 


_.try a$ a whole, recovering from the ravag 


about the high level of their outstanding | 


“~bank’s ‘top officials are accused of colluding 


exposure to- property. is at least double th 
figure. 

A lot of this bank lending is conce 
trated in loans to small property firms, 
which are most vulnerable to swings in lanc 
prices. Bank loans to these companies have 
increased from ¥14.5 trillion in the fourth 
quarter of 1985 to Y23.3 trillion in the 



















property companies (which are more able 
raise cash through the bond markets) rose 
from ¥2.3 trillion to Y3.6 trillion. E 
Two. small property cempanies, | 
based in the Tokyo area, went bust in Feb 
ary, Nippon Jutaku Sangyo and Japan. 
nance. Each had liabilities of over Y8 
lion, Both. went under after their banke 
refused. new loans. In February the ban 
bad debts from property were 796 hi 
than a year earlier, while for Japanese indi 




























of the high yen, they were 20% lower. | 

It is also. a small property company, 
Mogami Kosan, that is involved in the D. 
Ichi Sogo affair. Here, though, the authori- 
ties are investigating a suspected case c 
fraud, not just imprudent lending. The bank 
has 2896 of its loans—some ¥150 billion 
in property, having found ways to dodge th 
Finance Ministry's guidelines. Some of the 





















with Mogami Kosan, its main client, to rig 
the price of a stretch of land in Shinjuku in 
western Tokyo. 




















TOKYO 


ANYBODY who thinks that, sone 
there are few mergers and acqui- 
sitions in Japan, its stockmarkets are free 
of greenmail is wrong. It is simply harder 
to- spot the racket by . which a 
stockmarket raider buys shares in a com- 
pany. and then strong-arms its manage- 
ment into. buying them back at a: 
premium. 

In the Japanese way, victims are too 
embarrassed to admit it but, according to 
one estimate, 10% of the nearly. 2,000 
companies listed on the eight Japanese 
stock- markets have been bought into by 
greenmailers. One Japanese brokerage 
house has listed eight stocks as apparent 
greenmail targets. They include those of 
the Matsuzakaya department store group 
and small retailers such as Chujitsu-ya 
and Nagasaki-ya. 

Another company currently sus- 
pected of being a target is Konica, a cam- 

era maker. Last month an Osaka-based 
' ^property company called Nippon Tochi 
unexpectedly emerged as Konica's larg- 
est single shareholder, with a 22% stake. 








"Yenmail and the Japanese raiders 


‘stake. was subsequently repurchased by 
- ‘the target company’s parent, Toyota Mo- 


in other sorts of extortion against listed ' 


-and other financial investments, such as 




















Last year Nippon Tochi raised eyebrows. 
by buying heavily into Toyota Auto 
matic. Loom Works. Nippon Tochi 

















tor, and Nippon Tochi walked away with 
a ¥10 billion ($80m) profit. 

The police- suspect that yakuza 
(organised crime) is involved in some of 
the greenmailing; but say that, as long as 
the shares involved are bought legiti- 
mately and nobody complains, there is < 
nothing they can do about it. Stock-ex- -| 
change authorities take much the same. | 
ine. 

«The yakuza involved do not seem to 
be sokaiya, who specialise in threatening 
to disrupt. companies! annual general : 
meetings unless paid off and who indulge 


























companies. The gangster greenmailers 
are thought to be a separate and worse 
sort of yakuza. They use the stockmarket ` 









property in the United States, to launder 
profits from the drugs trade. 
















































Information for Siemens shareholders ae ae * 


con ‘inues 











31/3/88. 


Inthe first six months of the current financial year = = conditions, German domestic business recovered slightly 
(t October 1987 to 31 March 1988) Siemens’ international in some sectors in the latter part of the period. The first-half 
. business continued to expand. Following à phase of . net profit margin, like the 1986/87 annual average, 
“marked weakness brought on by general economic was 2.5%. 
New orders | Siemens, comprising Siemens AG.and its consolidated 1 TCT1710/8610 | 1/10/8710 | 






domestic, and foreign companies, recorded £8,833m in new 
orders during the period under review, This is 3% more than in -- 
the first half of the preceding financial year. German domestic Domesti business : 
orders were still 8% below the-previous year's level; but if International business “4,594 5122 | +12% 
power plant business is excluded, an increase of 2% results. . : B : 2 7 : 
The value of international orders rose 12% during t the period 
under review. 























Sales At £ 7,592m, Siemens worldwide sales trailed 9% ‘behind the <= 777 = 1/10/86:to | 1/10/87 to 
5 previous year's figures: these, however, included the billing ota à. d 31/3/87 31/3/88 

nuclear power plant contract. Leaving | this major project aside, 

sales rose 596 (5% in the German home market and 696 


Change 































4396 | 3426 | —22% 
28948 T 4166. | +:6% 




















30/9/87 | 31/3/88 





Or in | New orders appreciably outpaced BRI -both domestically and. * "t 
Orders n hand abroad. Thus orders i in hand rose 4% to £17,409m. = : 














in thousands 





At the end of March 1988, Siemens employées worldwide ^ — 
Employees numbered 358,000 (excluding trainees and temporary student -= : 
workers). This was 1,000 fewer than at the end of the preceding Domestic operations 
financial year (30 September 1987). While the. company’s... “international operations 
German employee rolls saw a mild reduction; the work force AE TM um : : : Y 
abroad was marginally increased by the consolidation of newly 1/10/8610 | 1/10/87 to 
acquired companies. Employment costs rose 2 96. : 3143/87 ;3V 3/88 4 
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1/10/87 to | 
31/3/88 


1/10/86:to | 


Capi ` Capital expenditure and investment in the year's first half 
Capital 31/3/87 


: totalled £627m. This 33% drop was due above all to sharply. : 
spending and reduced spending on the acquisition of new companies 

H abroad, It also reflects above-average additions to fixed assets 
net income in the same period a year earlier. 
Along with sales, net income after taxes fell 9%, reaching 
£193m. The net profit margin was 2.596, as for the 1986/87 
financial year. 





Change- 








in % of sales 











All amounts translated at Frankfurt middie rate on 31/3/1988: £1 =DM 3.119. 


_Dynamism and growth 


in the past forty years, Siemens Sales have risen an average of 12 96 
annually - proof of the company's dynamism and grówth. Now, Siemens 
is gearing up for further progress in the nineties with an unstinting 
commitment of funds to research and development and other capital- 
intensive investments for the future. The company is a leader in key 
technologies: microelectronics, data systems and communications tech- 
nology, factory and process automation, telecommunications, medical 
engineering, and automobile electronics. innovative capability, a broad 
diversity of products;and a company presence in 123 countries = 

ali point to continuing vigorous growth with due allowance for normal 
economic and currency swings. 


Siemens AG 


In Great Britain: Siemens Ltd. 
Siemens House, Windmill Road, Sunbury-on-Thames i 
Bus Middlesex, TW16 7HS E 








Sales . 
(in billions of DM) 
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FINANCE BRIEF 


A risky business 





The market for devices to cóbiról companies' exposure to volatile 
interest rates and exchange rates is booming. Some of the banks 
that sell these devices are making big profits. But are they taking 


too many risks themselves? 


NE celebrated. eighteenth- 
century economist, David 
Ricardo, reckoned that "perfect 
currencies should be invariable 
in value”. Unfortunately, the 
values of today's currencies oscil- 
late wildly—to the despair of in- 
ternational companies that want 
to plan ahead. Interest rates also 
soar and dive, and never more so 
^ an when governments tty to 
oid exchange rates steady. 
These uncertainties have fu- 
elled the demand for “financial 
engineering"—the creation- of 
instruments to limit financial 
risk. The engineers work mainly 


for the big banks, in teams. 
grafted on to their treasuries. As 


the market for these services de- 
velops, the banks’ customers are 
becoming more choosy. Many 


want the best of both worlds: to : 


shelter their profits against 
storms, but still have a chance to 
profit from winds blowing in à 
favourable direction. To meet 
this demand, banks invent risk- 


packages, tailored to each cus-. 
tomer's needs. Then, as a rule,. 


the banks themselves take on the 
risks -their customers want to 
shed— for a fee. 

The oldest—and least sub- 
' —instruments allowing com- 

ries to reduce uncertaitity 
about future income are for- 
ward agreements for currencies 


and interest rates. Forward con- 
tracts let companies buy or sell 
currencies at a pre-set rate; for- 
ward rate agreements (FRAs) tie a 
company into borrowing or 
depositing money at a certain in- 
terest rate. Both sorts of contract 
come into effect on à set date. 
Swaps, in contrast, deal with 
continuing flows of cash. For in- 
stance, a borrower might swap 
the floating-rate. payments due 
on one of his debts for the fixed- 
rate payments due on a debt con- 
tracted by somebody else. Unless 
superseded by another transac- 
tion,'à swap like that would stay 
in force until the debts were re- 


paid. Last year more than $500 


billion of dollar “interest-rate 
swaps were initiated. In this busi- 
ness—as with all the different 
sorts of forward contracts—the 
banks-are competing on:price. 
They are selling a commodity. 
Such ‘methods limit a compa- 
ny's. exposure to adverse move- 
ments in currencies and interest 
rates, but they can also mean 
missing out on favourable ones. 
On February 23rd, for instance, 
an American company could 
have: fixed a sterling payment 
due to it in three months’ time at 
a rate of $1.75. By May 23rd ster- 
ling was worth $1.87 on the spot 
market. Locking in to the lower 
rate meant less risk, but it also 


„A suitable case for hedging 
$ against: - 
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meant forgoing a windfall gain. © 

Financial engineers are there- 
fore keen on options. For a pre- 
mium (an up-front fee), the cus- 
tomer buys the right—but not 
the obligation—to trade with 
the bank at a specific "strike 
price". So on May 24th the same 


American company could have: 


bought an option enabling it to 
buy dollars at $1.87 on August 
24th from the Midland Bank, a 
British clearer, for a premium of 
1.8596 of the contract value. The 
company would exercise the op- 
tion if sterling. fell below the 
strike price (and it would show a 
profit if sterling fell below 
$1.84—the strike price less the 
premium). Thus the option pro- 
vides insurance against a fall in 
sterling, while allowing the gains 
from any rise in: sterling to be 
collected. 

This way of taming risk has 
proved popular. In a recent sur- 
vey of American companies by 
the Whitney Group, a^ head- 
hunter based in New York; 8596 
used currency options; but-only 
311296 had. entered into long. 
term currency swaps and 1296 
into foreign-exchange FRAs, ^ 
Optional extras 
Some treasurers think that a 
straightforward option is an 
embarrassingly expensive form 
of insurance. So the fastest-grow- 
ing versions of options are those 
that do not appear to cost any- 
thing. The customer trades some 
of the advantages of rates mov- 
ing in its direction in return for 
setting a limit on the worst out- 
come. The effect is to create a 
collar that sets an upper limit on 
both gain and loss. : 

Since 1985 Salomon Brothers, 


a New York investment bank; 


has sold $25 billion-worth of col- 


3-month eurocurrency deposit rates 


1980 81 82 


























_ but would lose out ori any better 


réncy options in America, Eu- 


tions departments which use its 
prices to: quote to their own: 





lars known as range forwards 
and. participating forwards. 
Here is how they work: 
e With a range forward a cus 
tomer sells Salomon one option 
and buys back another. The pr 
miums cancel out but the con- 
tracts have different strike 
prices. The gap between those 
prices: becomes the range for- 
ward. For example, on Janua 
4th, the first trading day of 1988 
when the dollar was worth Y121, 
Salomon offered a range for ói 
year ahead of Y125-110 to t 
dollar. So a client due to receive 
a known amount of yen on Jar 
ary 4th 1989 could put a looro 
his future exchange rate of ¥12 


rate than X110. 
eA participating forward also 
carries no premium, ‘and also 
limits a client's worst case to: 
certain rate—say ¥125 to the 
dollar for the same exposure as 
above. This time, though, Salo- 
mon does not cap the custome: 
best outcome. Instead the bank 
pockets 30% of any movem 
inthe client's favour. | 

; Option-cocktails, like . 
Guaffable varieties, have exotic 
names. Goldman Sachs's vers 
of: thei range forward is the “mi 
max”, Citicorp's the “cylind 
A recent directory in Ri 















imf the same basic ingrec 
Tana We the ban 


























ing- options: " themselves. Some 
big corporate firms like British 
Petroleum treat their treasuries 
as profit centres, and are as age 
gressive as small — bank 
Goldman Sachs says that i 
London office buys as many i 
tions from customers as it sel 

Only- a cluster of ban 
(Goldman Sachs, Citicorp, Mo: 
gan Guaranty, First Chicago an 
Morgan Stanley from America; 
Midland and Barclays from Brit- 
ain; and; France's Banque 
Indosuez} make markets in cur- 


rope and Japan. But deals are of- 
ten: brought in by other banks. 
Goldman Sachs in London, for- 
example, has a list of over 200: 
customer banks with smaller op- 
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FINANCE BRIE 
customers. 

Interest-rate collars work in 
the same way as their currency 
counterparts. The customer 
knows that over a specified pe- 
riod he will be able to borrow at 

. the collar's upper rate even if 
. market rates have moved higher, 


. in return for having to pay the 


lower rate even if market rates 
have fallen below it. American 
. companies making big debt-fi- 
nanced takeovers have used col- 


— lars to control their repayments. 
— Big sovereign borrowers like Bra- 


zil have also looked at these 
techniques. 

Business is booming in for- 
eign-exchange and interest-rate 
options. The banks are not the 
only ones to prosper. The op- 
tions exchanges in London, 
Philadelphia and Chicago are 
also doing well. They sell trad- 
able options-contracts for fixed 
amounts on certain dates: at the 
end of 1987 1.4m interest-rate 





Pre-engineer Ricardo 


options (almost a threefold in- 
crease on 1986) and 805,000 cur- 
rency options (a 5096 rise) were 
outstanding on American ex- 
changes alone. 

Bankers think that the off-ex- 
change business they run is 
growing even faster. They esti- 
mate that, including interbank 
transactions, they now handle 
$10 billion-worth of foreign-ex- 
change option transactions each 
day and a further $500m in inter- 
estrate options. Volumes in 
both markets have doubled in 
the past two years. Roughly 2096 
of currency-option transactions 
are initiated by non-bank clients, 
about four times the proportion 
in the spot and forward ex- 
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change markets. 

The market still has room to 
grow. Tokyo, for instance, is 
about two years behind London 
and New York, according to 
Goldman Sachs. Likewise, al- 
though most big companies use 
options of some sort, pension 
funds and other institutions are 
still novices. Many mutual funds 
in America are banned from us- 
ing options by their own by-laws. 
But the biggest potential market 
is the Japanese life insurance 
companies. According to some 
(disputed) estimates, these have 
lost ¥2 trillion on their enor- 
mous American government- 
bond portfolios through cur- 
rency depreciation. 


Where’s the catch? 


Even bankers admit that making 
money in options is risky. Finan- 
cial engineers cannot earn their 
keep on the small dealing 
spreads between premiums— 
though these are usually four 
times wider than on normal for- 
eign-exchange transactions. 
Most of the banks' profits come 
from taking on the risk that their 
customers wanted to get rid of. 
So profits from options-trading 
are often erratic. 

Take the example of Mr Andy 
Kreiger, a  currency-options 
trader at Bankers Trust, a large 
New York bank. According to 
his envious rivals, his trades were 
so large that he moved prices in 
some of the smaller foreign-ex- 
change markets such as Austra- 
lian and New Zealand dollars so 
far that the central banks of 
those countries complained. 

In the last three months -of 
1987 Bankers Trust made profits 
of $338m from foreign-exchange 
trading, more than it had made 
in the six years up till 1986, when 
Mr Kreiger joined its team. On 
February 25th Mr Kreiger re- 
signed—supposedly out of dis- 
gust at receiving a bonus of only 
$2m. In the first quarter of 1988 
Bankers Trust lost $19m on for- 
eign-exchange trading. The 
problems of unravelling the hun- 
dreds of complicated open posi- 
tions built up by Mr Kreiger 
were partly to blame. 

All the biggest banks admit 
that they have known losses of 
over $1m in one day in currency 
options. In 1985 and 1986 Bank 
of Credit and Commerce Inter- 
national, a privately owned Arab 
bank, lost more than $200m 
through interest-rate options. 

Options produce such violent 
tesults because they are super- 
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Running dogs 


The market for financial engineering has thrown together 
some unlikely bedfellows. Alongside some of the most aggres- 
sive capitalists in the world, such as Mr Kreiger, sit some of 
Britain's most left-wing local-government councils. These 
profligate town halls have had their rates (ie, local taxes) 
"capped" by the central government, and are therefore top- 
ping up their resources in other ways. They have discovered 
that there is money to be made in writing "swaptions"—com- 
plicated options to take part in interest-rate swaps. 

Brent Council, for instance, has picked up around £2m for 
writing such options. They give the banks the right in March 
1990 to force the council into five-year swaps on loans worth 
£50m. If the swaptions are exercised the council will pay the 
bank floating-rate interest pegged to the London Interbank 
Offered Rate (Lor) while it receives fixed interest payments 
of around 9.296. 

So if LipOR (currently at 8.25%) rises above 9.2%, the banks 
will exercise the options. If LIBOR jumps to, say, 12%, the swap 
will cost the council £1.4m a year. Brent says that it will buy 
the option back if that happens— difficult if, in the meantime, 
it has spent the premium. 

Ratepayers in Brent may have another fear: some major 
banks are starting to be sniffy about taking on the credit risk of 
dealing with left-wing councils. That has left room for one of 
the better-off (and more moderate) local councils, Richmond, 
to generate extra cash by acting as an intermediary. Richmond 
admits that it runs a risk if its neighbours default, but says the 
business is profitable. In the meantime, like Brent, it is betting 
ratepayers' money that Mrs Thatcher's government will keep 





British interest rates low. 





sensitive. Suppose a trader buys 
$1m-worth of D-marks. Even if 
the D-mark depreciates over- 
night by 10%, they will still be 
worth $900,000. If he bought 
$1m-worth of options to buy D- 
marks in a year's time, then a 
mere 5% rise (or fall) in the ex- 
change rate might be enough to 
double (or halve) his investment. 

The steepest losses come from 
selling options not buying them. 
Such losses are in theory limit- 
less, so banks try to hedge the 
greater part of their exposure. 

Options involve two sorts of 
exposure. The first arises from 
the difference between the op- 
tion's strike price and the cor- 
responding price in the cash 
market. It affects the profit or 
loss that will be incurrred if the 
option is taken up. This expo- 
sure can be calculated with cer- 
tainty—and fully hedged—at 
any point in time. The bank buys 
or sells enough of the relevant 
currency in the cash market to 
offset its future exposure; every 
time the market moves, the bank 
re-adjusts its position until the 
option eventually expires. 

The second sort of exposure 
arises from volatility in the spot 
market, which controls the prob- 
ability that the option will be 
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taken up at some future time. 
This exposure is impossible to 
measure. It can be accurately cal- 
culated only on a historical ba- 
sis—when the option has ex- 
pired (ie, too late). In order both 
to price and to hedge options, 
banks look at the historic volatil- 
ity of the cash market and then 
guess what the future volatility 
will be. With computers to do 
the  number«runching, t 
banks then create an offsetti 
exposure by selling (or buying) 
more options. 

Perplexing though this looks, 
it is only a beginner's course in 
option-hedging. Experts like Mr 
Kreiger take more complicated 
routes, hedging and positioning 
themselves across a range of cur- 
rencies and interest rates, all 
with different volatilities. 

Given the complexity of op- 
tion-hedging, should companies 
that lack banks' computer power 
sell options? The danger is great- 
est when a poorly equipped in- 
vestor writes an option while 
lacking a position in the underly- 
ing cash market. Bankers call 
this "naked" option writing—ie, 
high-stakes gambling. Undoubt- 
edly, David Ricardo would have 
preferred stable money. 

7-_—__— 
THE ECONOMIST MAY 28 1988 











SCIENCE AND TECHNOLOGY 


Clearing the air on 


genetic pollution 


EA since biotechnologists learnt how 
to play with genes, onlookers have wor- 
tied about the playthings escaping. A dozen 
genetically engineered bacteria, viruses and 
plants have been intentionally released into 
the wild, and 20 more field tests are waiting 
in the wings. So far no disasters have been 
reported. But pessimists point out that even 
“the chances of genetic pollution are small, 

s consequences could be far-reaching. It is 
ume for new light on what has become a 
stale argument. ae 

Consider first the historical precedents 
(which, some will be surprised to 
hear, do exist), Around 1,400 foreign . 
insect species successfully spread to: 
America between’ the © mid-seven- 
teenth century and 1977. One-fifth of 
them are reckoned to have done some 
good (such as eating other things 
which were worse); two-fifths turned 
out to be minor pests; another fifth 
seemed to pass unnoticed; but the last 
fifth are reckoned to have. damaged . 
their new habitats severely. (One ex- . 
ample is the Gypsy Moth, which was : 
accidentally transported from France ^ 
to Massachusetts in the 1860s.) 

Or consider plants. America’s 
Department of Agriculture reckons 
that in 1982-86 some 8,000 new plant : 

vecies. were introduced to America 
-Ach year. About 8096 of them were 
barely noticed. About 10% proved to 
be valuable crops..A small number, 
such as Johnson grass, water hyacinth 
and veronica, turned out. to. bess 
mischievous. E 

Exotic species tend to tun amok because 
the local: predators are not used to them. 
Some reproduce uncontrollably. because, 
unlike their competitors, they can flourish 
on many different foods. But genetically en- 
gineered organisms are different. According 
to an analysis published this month by the 
Office of Technology Assessment (OTA) in 
Washington, DC, most of them closely re- 
semble their normal neighbours. They differ 
from them by only one or two genes. Such a 
small difference will not be noticed by pred- 
ators, who will eat them all the same. (An 
exotic organism, by contrast, may bring as 
many as 20,000 foreign genes into its new 
home.) Álso, an engineered organism is 
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more likely to die off than to dominate its 
new habitat. When new genes are put into 
an organism it usually gets worse at turning 
food into energy. 

Despite these reassuring points, a newly 
introduced gene could still upset the envi- 
ronment. Take the Bacillus thurin- 
giensis (BT) toxin, the gene for which has 
been inserted into a number of plants to 
make them unattractive to scavenging cater- 
pillars. The toxin is commonly used in large 
quantities to kill off moths, beetles and but- 
terflies. So far it has been regarded as harm- 





less because it does not hurt animals or 
humans and it decomposes rapidly when left 
unprotected. But it could have a longer ac- 
tive life in the protected surroundings of a 
plant. That might give caterpillars time to 
develop resistance to the poison. 

Similarly, efforts to increase the uptake 
of nitrogen in some plants by genetic means 
could limit supplies of the nutrient to its 
neighbours. Greenhouse tests conducted by 


Biotechnica International in. Cambridge, - 


Massachusetts, bave shown that its geneti- 
cally engineered Rhizobium melioti—a mi- 
crobe that lives on the roots of alfalfa 
plants—snaffles up to 17% more nitrogen 
from the air than ordinary Rhizobia. How- 
ever, natural Rhizobia in an acre of alfalfa 




































gather 45-90 kilograms of nitrogen from t 
air every year, and there are 15 tonnes o 
nitrogen above every acre of land on earth. 
So this is not much of a threat. É 
What if genetically engineered organ 
isms were to romp out of their habitat, or i 
their new genes somehow jumped into oth 
living things? Because only a few. genes ar 
introduced at any one time, it is possible 
monitor the progress of new genes and find 
out how frisky they are. Monsanto, ar 
American chemical firm, together with s 
entists at Clemson University in South € 
olina, has devised a way to monitor the 
movement of recombinant microbes among 
the billions of other microbes that live. 
each gram of soil. They have inserted two 
"markers" into the chromosomes of a.so 
bacterium, Pseudomonas fluorescens: (1) t 
so-called lac zv gene, which enables the bac- 
terium to digest lactose; and (2) a marker 
which makes the bacterium turn a 
brilliant blue in the presence of 
sugar dye. Recent field tests with tl 
bacteria showed that they ney. 
moved more than seven inches away 
from the wheat-roots that were origi- 
nally inoculated with the bugs. -= 
Although: nobody is sure yet; it 
seems that genes rarely move from 
one animal or plant species to-at 
other. Bacteria can swap genetic in- 
formation more easily between the 
selves (which is why they can qui 
develop resistance to antibioti 
Plasmids, self-replicating loops.of g 
netic material that float around with- 
in a bacterium, can sometimes tran: 
mit themselves between similar cells. 
So a number of biotechnology 
firms are trying to develop "suicidal 
bacteria that carry inert or self-de- 
structing plasmids which will be in- 
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Agency has made a kamikaze plasmid tha 
does its job and then expires. It self-d 
structs when the toxic waste it is designed t 
clean up is all gone. ` E. 

All in all, the ota thinks that th 
present activities of biotechnologists give lit 
tle cause for. alarm; and that none of the 
modest field tests proposed for the next few 
years is likely to result in an environment 
gone haywire. The agency makes an obvious. 
but telling point against the over-cautious: - 
field tests are a much more reliable guide to 
the risks of biotechnology than experiments 
in greenhouses or other safe, but uninfor- 
mative, environments. 
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APAN has an unenviable reputation as a 
| technological leech. It does little basic re- 
'search: of the 396 of its GNP spent on re- 
arch and development ‘a relatively low 
2% goes on as-yet-uncommercial science. It 
net-exporter of students: there are 
ound ten times as many Japanese on 
American science campuses than vice versa. 
And Japan spends four times more each year 
buying American technology than America 
anages to winkle out of Japan. 

Most of this imbalance appears to be 
ue to a lack of interest in Japanese ideas on 
ie part of Americans. But such excuses do 
ot impress the xenophobes. Americans of 
protectionist bent— Senator Jay Rockefeller 
of West Virginia and Senator Robert Dole 
of Kansas are prominent among them— 
have come to believe that Japan is getting a 
Cheap ride to trade surpluses. Nothing new 
there: such claims were already a worry for 
"Mr Yasuhito Nakasone, the then prime 
minister; in. 1984. That was when he came 
"up with the idea that has become the Hu- 
man Frontier Science Programme—a way to 
spend huge amounts of money on basic re- 
search in a pleasingly noticeable way. 

The programme ‘was to be largely bio- 
Jogical—showing that the Japanese do not 
ust think about computer chips and video- 
recorders+—and its results would be bounte- 
usly distributed to all and sundry. The Jap- 
mese were content to organise the show 
though they wanted some of the money to 
ome from Europe and America). Yet grants“ 
‘om the project would not be restricted to: 
ciéntists in the countries that paid. It could 
ome the world's first truly international 
governmental research programme. And 
the world would have to thank Japan. 
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‘as supplied by the Agency of Industrial Sci- 


ch, at least, were the first proposals, 


ence ahd Technology, an offshoot of the 
powerful Ministry of International Trade 
and Industry (Miri), in February 1986. It sug- 
gested that ¥1 trillion ($5.6 billion then), 
half of it from Japan, be spent over 20 years. 

Like most attempts to demonstrate 
good-will to the world, there is less to the 
Japanese project than meets the eye. The 
version now being touted is much less ambi- 
tious, and still has no assurance of getting 
under way. The project got an. approving 
nod at the Venice economic summit of rich 
countries last year, and Japan hopes it will be 
on the agenda next month at a similar gath- 
ering in Toronto. A feasibility study has just 
been published. There have been confer- 
ences and rumours of conferences. Büt there 
is still precious little money, and not a whiff 
of science. 

The latest feasibility study proposes a 
system of research grants, fellowships and 
workshops adding up at most $100m a year. 
(For comparison, the Massachusetts Insti- 
tute of Technology's budget in the year to 
July will be around $1 billion.) That money 
is to be spent on harnessing the "diverse 
and exquisite functions of living organisms" 
to expand human technologies—a cause all 
good men can rally around, but an insub- 
stantial foundatio: research plan. 

The subjects se 
brain—especially its ways of visualising ob- 
jects and understandi s—and inves- 









tigations of biological molecules that might - 


yield tips about agriculture, as well as medi- 


cine. It seems that no attempt has yet been 


made to hone these huge areas down to size. 
Selection will end up as.a matt 
case haggling in front of review panels: a 





good formula for endless rows, and a bad 
one for any sense of purpose. -> 


Will the programme ever get off the 


ground? The other potential donors would : 


prefer to see Japan using its money as well as 
its mouth, and running the programme 
alone for three-five years.: Yet the pro- 


‘Science arid Technology Agency, may 
not be able to afford it. Certainly they 
will make no grants under the pro- 

‘gramme in the current fiscal year 

(which ends next March). If any are 
to be given: in the following year, the 
agencies will have to make a budget 
request sometime this December. 
And since they operate under. the 
“negative ceiling" principle (all bud- 
get requests, except those for defence 
Or overseas aid, must fall in. real 
terms), a budget for the human-fron- 
tier programme will. mean squeezes 
and cuts elsewhere. ; 

- Officials say they will be asking 
for "several billion” yen (X1 billion is 
now worth $8m). They calculate that 

«the scheme might get no more than 








:$50n 


. 20 kilometres oi 


“of caseby- . 


gramme's proponents, MITI and the 


.tronsstar's gravity raises a tide on the surface . 


on ; 
make much of a'splásh in well-trodden areas 
of science that are already absorbing many 
of the world's best researchers and most sci- 
ence-minded companies. Nor will it pacify 
Seriator Rockefeller and his ilk. 
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Neutron stars. 
Spinning faster 
in their graves 


FS stars, at least, there is an after-life of 
sorts. After billions of years of life, there 
comes a time when.a star finds that nuclear 
fusion can no longer support it at the size to 
which it has become accustomed, and so it 
collapses. What is left behind depends on 
the size of the star. Small stars, like the sun 
leave. white dwarfs. The biggest leave blaci 
holes. Those of intermediate size have neu- 
tron stars to mark their graves. 

"A neütron star is a tiny tombstone: only 
‘or so across. But:much of the 
star liveson in it. Forcing the properties of a 
large star into such a small space will neces- 
sarily exaggerate them. The neutron star's 





pres . magnetic field is a-milion -million times 
d for study are the: 


stronger than the original star’s. It spins ev- 
ery few seconds; hot every few weeks. And it 
is inordinately: heavy: a cricket ball made-of 
the same’ stuff would weigh 20 billion 


. tonnes: = 


_ As theneutron star turns, its magnetic 
field can spray a: beam of radiation across 
the sky; From the earth, such active neutron 
stars (theonly ones that can be seen) appear 
to flash on and off like lighthouses every few 
seconds. Astronomers call them pulsars. 

Such stellar after-life'is not eternal. The 


_ beams that make a pulsar visible are driven 
. by the interaction of its magnetic field an 


its spin. As the star radiates its energy awa, 
it slows down, so the beams get weaker. The 
magnetic field fades as the electric currents 
trapped in the.surface of the star stop cir- 


“culating. With less spin’ and less field, the 


pulsar stops:pulsing. 

Yet it does not stop moving. The death 
throes of the original star are usually lop- 
sided; which means.that the neutron star 
can emerge from the flames with a speed of 
up to 200km a second. So it is possible to 
judge the age of a neutron star by how far it 
has strayed from the plane of the galaxy 
(where most.of the explosions that spawn 
neutron stars are to be found). That allows 
astronomers to study the way they fade. 

As they wander in the dark, lonely and 
beamless, some faded neutron stars get a sec- 
ond chance—they can be born again. Dur- 
ing: their-travels, they may come across a 
normal healthy star. As they pass, the neu- 
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A work of art which, when desired, 
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SCIENCE AND TECHNOLOGY 


of the other star, That costs the neutron star 
energy, and may slow it down enough to let 
it go into orbit around the other star. Such a 
neutron star will follow a comet-like path, 
spending a little ofeach orbit close to its new 
companion, and most of the time far away. 

At each close encounter the neutron 
star will lose some speed. Its orbit will 
change, until eventually it may be almost cir- 
cular. If it gets close enough, its tides will 
pull matter completely free of the compan- 
ion’s surface, so that it rains down upon the 
neutron star. Like a vampire, the pulsar rises 
from the dead by sucking the life-force (in 
this case, angular momentum) from an inno- 
cent; eventually it may spin 100 times more 
quickly than it first did. Much the same can 
happen if the neutron star was born orbiting 
a companion. The fast spin, together with 
the remaining weak magnetic field, pro- 
duces a beam which pans across the sky in a 
matter of milliseconds—hence the tag “mil- 
lisecond pulsar”, 

Because their magnetic fields are rela- 
tively weak, millisecond pulsars do not radi- 
ate away their energy very fast—their sec- 
ond lives are far longer than their first. They 
also spin regularly—young pulsars are sub- 
ject to "starquakes", which disturb the 
rhythm of the pulses. The fastest pulsar, 
PSR1937+21, a mass as big as the sun spin- 
ning more than 600 times every second, is 
the most accurate clock known to science. If 
its gentle slowing down is taken into ac- 
count, it is accurate to within a second every 
3m years. That sort of timekeeping could 
make it a useful experimental tool. 

Since the discovery of PsR1937--21 in 
1982, the ranks of the millisecond pulsars 
have swollen to six. Four of them have com- 
panion stars, as you would expect. But 
PSRI937--21 is companionless, as is one 
other. Whatever gave them their spin has 
since vanished. 

The most recently discovered of them, 
psr1957+20, is the second fastest and may 
explain how its two brethren lost their com- 
panions. It is definitely not alone; for 50 
minutes of every nine-hour orbit, it is hid- 
den behind a companion. The companion is 
large, perhaps three-quarters of the diame- 
ter of the sun. But it is puzzlingly light—only 
296 of the mass of the sun. 

Its discoverers—Dr Andrew Fruchter, 


Dr Daniel Stinebring and Dr Joseph Taylor, . 


at Princeton University in New Jersey— 
think that the companion has been almost 
entirely eaten by the pulsar (hence its small 
mass and the pulsar’s speed). It looks big 
now because radiation from the pulsar is 
making it evaporate, turning the left-overs 
into an opaque cloud of gas. If things go on 
as they are at present, it will be completely 
gone some 10m-100m years from now, and 
PSR1957+20 will be companionless. After 
this resurrection, it can look forward to a 
few billion years of long, if lonely, old age. 
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Twisting the day away 


HUNDRED feet under the house of 
Moét & Chandon at 20 avenue de 
Champagne in Epernay, 80 men spend 
every day twisting 50,000 champagne 
bottles each. Some simple chemistry, dis- 
covered in 1978, is now well on the way 
to making sure that their sons do not fol- 
low them into wrist-wrenching tedium. 
Champagne is bubbly because it is 
fermented not once but twice—the sec- 
ond time inside the bottle. The bottles 
are filled with wine already fermented; 
then yeast and sugar are added. The sec- 
ond fermentation soon follows. It pro- 
duces fizz, more alcohol and a powdery 
deposit of dead yeast cells, which has to 
be removed before the wine can be sold. 


. How? Put the bottle in a wooden holder 


called a pupitre, and twist it a quarter- 
turn horizontally and a few degrees fur- 
ther downwards every few days. After six 
weeks or so, when the neck will point 
downwards, the sediment will have col- 
lected there. Freeze the neck, expel the 
gritty frozen pellet, then recork. 

This way of clearing the sediment, 
called remuage, is generous with time; it 
also takes up half of Moét’s cellar-space. 
A decade ago a team of three researchers 
led by Mr Charles Divies, a professor at 
the French national institute of 
agronomic research at Dijon, discovered 
a way to bring on the second fermenta- 
tion without leaving sediment, thus ren- 
dering remuage unnecessary. 

Instead of being poured into the bot- 
tle in solution, the yeast can be encased 
in a 3mm bead consisting of an alginate 
(a useful long molecule found in sea- 
weed). The pores in the bead are large 
enough for wine to get in, but small 
enough to stop dead yeast cells getting 
out: ergo, no sediment. The beads can be 
expelled in the normal way after pointing 
the bottle downwards for half a minute. 








Moét & Chandon bought a 15-year 
licence to the patent in 1981, and has 
been testing it ever since, together with 
the Oenological Institute of Champagne. 
It is refining the production process for 
the beads, which are now made by drop- 
ping a mixture of alginate and yeast 
through a syringe into calcium-chloride 
solution. Pilot production with this new 
method has just begun, and will rise to at 
least 25,000 bottles—a thousandth of 
Moét’s usual annual output—by 1990. 

None of them will be sold. Wine 
made by the new method will not be let 
loose on customers for at least another 
five years because Moét wants to com- 
pare the new wine with the traditional 
one as it gets older, and to try out differ- 
ent vintages. When it does emerge, the 
new wine will not be labelled differently. 

Mr Edmund Penning-Rowsell, the Fi- 
nancial Times's wine columnist, reckons 
the traditional wine "seemed to have 
slightly more bouquet, and was perhaps a 
shade more complete. On the other 
hand the ‘bead’ one had a slightly bigger | 
flavour and perhaps was rather less for- | 
ward." That apart, he (and other wine | 

| 
| 





buffs) can find no objectionable differ- 
ence in their tastes. 

The toughest test for the new tech- 
nique will be to persuade buyers, who 
have been told for years that cham- | 
pagne's superiority lies in its method | 
rather than in its grapes, that some as- | 
pects of the time-honoured art are dis- | 
pensable. Other champagne houses are 
already interested in the new method. 
(Mr Philippe Coulon, Moét’s chief 
oenologist, whom the firm values so 
highly that he travels in a separate air- 
craft from the rest of the staff, declines to 
say which.) Some—particularly the 
smaller and snootier houses—will no 
doubt keep up their laborious rites. 
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FUNCTIONALITY BEYOND 
ALL EXPECTATIONS 
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ATR 42-ATR 72 


The cooperation between the AEROSPATIALE 
of France and the AERITALIA of Italy has 
resulted in new aircraft ATR 42 and ATR 72, 
first editions of the ATR family. These are turbo- 
prop jets of a new generation, and are res- 
pectively equipped with PW 120 and PW 124 
engines. They benefit from state-of-the-art 
technology recently developed, in particular in 
the use of composite materials. The ATR 72 
is the first aircraft in the world to be equipped 
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with an outer wing entirely made of carbo 
The ATR 42 and ATR 72 were designed f 
short distance flights and to answer to fluct 
ations in airline passenger traffic. Their seatir 
capacity can be extended from 46 to 70 sea 
Around them has materialized the ATR systet 
Today, to build an aircraft is not enough: abo 
all, what we are building into it, is its profit 
bility. The supporting logistics endow the a 
craft with presence, power, and adaptabilit 
Our aircraft are the result and the expression « 
a system: the ATR system. 

OUR GEOGRAPHIC PRESENCE: Over 35 a 
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Yes are already our clients in the five 
pntinents. 
BUR TECHNICAL PRESENCE: All around the 
world, a maintenance network ensures a 
und-the-clock availability of the ATR aircraft 
julouse, Washington D.C, and Singapore are 
»e principal centers of this network. 


BUR TECHNOLOGICAL PRESENCE: ATR air- 


anes are of a new generation. 

MUR FINANCIAL PRESENCE: ATR can act as a 
ancial advisor. 

En BUSINESS PRESENCE: 4 marketing 
nters throughout the world, feature a verit- 
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able line of products servicing the specific needs 
of each airline. i. 
More than just a family of aircraft, ATR offers a 


coherent and innovative approach to help air- 


lines operate our aircraft effectively. 
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For a balanced view on portfolio management, 
aiming for maximum growth and return without 
undue risk, contact one of our experienced 


investment specialists. 
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Will it take inflation 
to set the debtors free? 


THE Dest THREAT. By Tim Congdon. Basil Blackwell; 246 pages; £25 (£7.95 paper) and 


$24.95 


OST popular discussion of "debt" 
and the financial distress it can cause 
is at root a debate between two blind preju- 
dices. One of these is that debt is a vice. Peo- 
countries and governments should live 
iin their means, for “borrowing dulls the 
edge of husbandry”. The alternative view is 
that a loan freely contracted between con- 
senting parties has the blessing of market 
forces. Debts—private ones, at any rate— 
are therefore a symptom of nothing more 
worrying than the efficient allocation of re- 
sources. According to taste, then, debt is 
something you either moralise about or 
largely ignore. 

Thanks especially to the developing- 
country debt "crisis" and the recent “explo- 
sion" of various sorts of American debt, the 
moralisers have undoubtedly had the upper 
hand of late. All that easy credit is finally 
getting its just deserts. Latin America is pay- 
ing for its years of profligacy; in last Octo- 
ber's crash America received a preliminary 
slap on the wrist for its own lack of financial 
self-restraint. This way of thinking need not 
linger over tiresome distinctions between 
different sorts of debt. Why worry whether 
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it is public or private, external or domestic, 
fixed-rate gr floating, secured against assets 
or otherwise? Debt, filthy stuff, is debt. 

Mr Tim Congdon, the chief economist 
at Shearson Lehman in London, seems at 
first to be offering a standard-issue rant 
along these lines. The stark black and red 
cover of his book instantly gives that impres- 
sion, as does its title; and his first sentence is 
hardly encouraging. “This book is self-con- 
sciously and deliberately alarmist,” it says. 
But what follows—and ir will come as no 
surprise to those familiar * with Mr 
Congdon’s work—is a clear and well bal- 
anced study of debt in all its main forms. 
The book gives due weight to different sorts 
of debt and to the different sorts of trouble 
they can cause. At the same time, though, it 
finds a theme which ties these strands to- 
gether and which, without being alarmist, is 
suitably alarming. 

The first chapter states a simple rule—a 
tautology, in fact—which is later applied to 
all manner of debt. Suppose a debtor faces 
an interest rate higher than the growth of 
his income in money terms, and that he 
spends nothing on net debt service; his debt 


must then grow continuously in relation to 
his income, without arithmetical limit. In 
practice, of course, debt could not grow 
faster than income indefinitely. Before long 
lending would stop and the debtor would be 
bankrupt. A persistent gap between interest 
rates and income growth therefore serves 
warning of insolvency. This basic rule ap- 
plies not just to people, but also to compa- 
nies, governments and countries. It also re- 
mains true when expressed in inflation- 
adjusted terms: if the real interest rate 
exceeds the growth of real income, the debt- 
income ratio will keep on rising. 

It is a short step from this rule to pin- 
ning the blame for the assorted debt trou- 
bles of the 1980s on high interest rates. Dur- 
ing most of the 1970s America's rate of 
economic growth was comfortably higher 
than its real interest rate. The ratio of do- 
mestic debt to income stayed roughly con- 
stant at a little under 14096; it had ranged 
between 13096 and 14096 since the early 
1950s. But after 1979, when Mr Paul 
Volcker sharply tightened the Federal Re- 
serve's monetary policy, real interest rates 
soared. At precisely the same time, Ameri- 
ca's ratio of domestic debt to income began 
to rise. Eight years later it is 180% and still 
rising. 

To apply this approach to the foreign- 
currency debts of the developing countries, 
"income" must be redefined to mean export 
earnings. The rule can also be applied to the 
debts America owes to foreigners—though 
Mr Congdon gives this issue surprisingly lit- 
tle space. In each case the analysis is similar. 
The world's lurch towards high real interest 
rates brought on the developing-country 
debt crisis, just as it raised Americans' debts 
to each other and to foreigners. What had 
seemed prudent at the low or negative real 
interest rates suddenly seemed reckless. The 
capital market's failure was that it did not 
anticipate a historically outlandish rise in in- 
terest rates. 

Recall that Mr Congdon’s tautology 
breaks down if debtors manage to service 
their debts at least partly from their own re- 
sources, instead of through extra borrow- 
ing. Painfully and under protest, the devel- 
oping-country debtors have been doing this, 
and are therefore in sight of reducing their 
debt-income ratios. Correspondingly, rich- 
country governments can escape their do- 
mestic-currency debt traps by running a 
budget surplus excluding interest payments 
(often called a "primary surplus"). Ameri- 
ca’s government, for one, is still far from do- 
ing so. Meanwhile, interest rates are rising. 

What will happen if the borrowers fail 
to achieve surpluses of income over spend- 
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Crying into their beer 


INCE the sorry affair of Latin Ameri- 
ca’s debt burst on the world in 1982, 
there has been no shortage of suggestions 
for dealing with it. The most radical of all 
is default. In THE Dest SQUADS*, Sue 


. Branford and Bernardo Kucinski run 


through the financial history of the 1980s 
in an attempt to justify default in moral 
terms. The authors point out that the gov- 
ernments of Latin America borrowed the 
money to invest abroad, to steal and to 
pay interest. Not much went into hard 
projects, and the people were not con- 
sulted. Why, then, should they pay? On 
the other hand, can a government default 
and then point to its own dishonesty and 
incompetence as reasons for doing so? 

In the end, the authors build their 
moral case on external causes: for exam- 
ple, the fearful nature of floating interest 
rates. It is darkly hinted that on the days 
when Latin American interest payments 
are fixed, the banks arrange for the LIBOR 
(London Interbank Offered Rate) to be 


ing? Again Mr Congdon differs from the 
moralisers. He foresees no cataclysm. 
Broadly, he believes that governments have 
learned enough—and have created the nec- 
.. essary institutions—to break most of the 
— — links between financial collapse and depres- 
sion. The real danger is that they will do this 
in a way that fuels inflation. Heavy public 
spending to cope with defaults—as many 
propose for third-world debt, and as is hap- 
pening already through America’s federal 


system for insuring deposits—may lead in 
due course to the printing presses. Inflation, 


not worldwide depression, could turn out to 


be the real debt threat. 





Richard Branson 


Lark ascending 


RICHARD BRANSON: THE INSIDE STORY. By 
e cuin Michael Joseph; 278 pages; 
12. 


T LEAST one business school has been 
trying to find out what makes Richard 


Branson tick. Mick Brown's authorised but 


punchy biography will not give them many 
answers. His subject's success is proof that 


d business is no science. Mr Branson, who is 

still only 37, seems to have had a wonderful 

3 time building up the Virgin business as an 
r innocent lark. 


Not for one minute has his odd mixture 


of shyness and abundant confidence 


stopped him from getting his own way. City 








House, Milton Friedman, the United 
States Treasury and a host of others are 
dragged in as the guilty parties who have 
caused Latin America to "lose a decade". 
The Economist is described as “the maga- 
zine which represents international 
capital". 

The authors deride the view that it has 
been a case of "stupid lending to 
stupid governments", but they fail to re- 
but it. They also ignore the punishment 
that the banks have suffered as a result. It 
is no use pointing to BankAmerica as a 
ringleader in a subtle and successful plot if 
BankAmerica is now in trouble itself. 

The fundamental problem is the na- 
ture of the Latin American state and its 
overblown role in the economy. Suppose, 
in the 1970s, that the only large potential 
borrowers in the continent had been an 
independent, self-reliant group of capital- 
ists. Three things could have happened: 
the money would have been well invested - 
and the loans would now be being 
serviced; the companies would have gone 


finance men are left bemused at his multi- 
coloured sweaters and his demands for mil- 
lions in overdrafts. Mr Branson has been 
known to hold board meetings in the bath- 
room of his houseboat, conducting from the 
bath. Mr Manfred Kets de Vries, a business 
professor and practising psychoanalyst, puts 
him firmly among "dramatic" business lead- 
ers—audacious people driven by a need for 
activity, excitement and unconventional 
risks. Mr Carlo de Benedetti, president of 
Olivetti, is another of these. Mr Branson is 
of the sub-species that wears Mickey Mouse 
ears at work. * 

All his life Mr Branson seems to have 
been scheming to make money. At seven, he 
won a pound for learning to swim from an 
aunt who smoked cigars and parachuted 
from aeroplanes for fun. He enjoyed upset- 
ting convention; at 11, he saved himself 
from expulsion from a dismal Sussex cram- 
mer by feigning suicide. He had been caught 
with his pyjamas down, having shinned 
down a drainpipe after "feelies" with the 
headmaster's daughter. 

He went on to Stowe, where he told an 
astonished headmaster he would stay on if a 
telephone were put in his study. Mr Branson 
wanted one to sell advertising for his stu- 
dent magazine. He left Stowe with an A-level 
in ancient history and a prediction from the 
headmaster that "you will either go to 
prison, or become a millionaire.” 

Later, Mr Branson got caught trying to 
evade purchase tax. On another occasion, 
exasperated beyond endurance, Coutts re- 
fused to extend Virgin’s overdraft and 
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money; or, most likely, it would never 
have been lent in the first place. The au- 
thors allege that government guarantees 
on the debt were “flimsy’—so flimsy that 
the governments are now responsible for 
two-thirds of it. And here the issue may be 
summed up in Walter Wriston's cele- 
brated remark, to the effect that govern- 
ments do not go bankrupt. For the banks, 
this was a licence to forget the link be- 
tween the money that was lent and the use 
to which it was put. 

Latin Americans do not want the in- 
competent, powerful state to go away. 
More nationalisation measures are being 
voted through in Brasilia. The first edi- 
tion of this book is much acclaimed by the 
intellectuals of Rio de Janeiro. But, as they : 
say in Rio, “O intelectual não va à praia, 
mas bebe"— "the intellectual doesn't go 
to the beach, but drinks." The prevailing 
mood of bibulous self pity needs to be re- 
placed by some hard thinking about why 
the problems of Latin America have not 
been repeated in Asia. 


Zed Books; 142 pages; £6.95 


threatened to bounce its cheques if they ex- 
ceeded a £200,000 limit by as much as £25. 
More than 20 years on, however, Mr 
Branson has made £100m out of cheap 
records and transatlantic flights. His latest 
venture is to develop a £50m leisure and 
shopping complex in the heart of Milton 
Keynes. 

When Virgin went public in 1986, small 
investors fought for shares. The City re- 
buffed the offer. In doing so, it was express- 
ing its own peculiar confidence in Mr 
Branson's success. Virgin was Mr Branson. 


Would it remain so when he was not at the 


centre but off running his private airline. 


Next stop, Milton Keynes 
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ing balloons and ridding Britain of Alps? 

In the end, Virgin triumphed. After one 
year’s trading, profits were £31m on sales of 
£250m. Profits have fallen since then, but 
the City’s cautious men are getting the 
orderliness they like. The bankers made Vir- 
gin write a strategy, and its managing direc- 
tor has an MBA. Mr Branson himself, as this 
book shows, could not care less about things 
like that. 
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Ingmar Bergman 


Death and taxes 


THE MAGIC LANTERN. By Ingmar Bergman. 
Hamish Hamilton; 312 pages; £14.95. Vi- 
king; $19.95 


QIX years ago, at the age of 64, Ingmar 
Bergman announced that "Fanny and 
»xander”, his 42nd film, would be his last. 
1 he greatest living Swedish film maker was 
then at the peak of his powers. But he read 
the signs of approaching age: 
solving problems became more sluggish, staging 
caused greater worries... had seen far too 
many of my colleagues falling in the ring like 
tired clowns and dragged out of the lights by 
kindly or contemptuous circus hands. I shall 
take my hat while I can still reach the hatrack 
and walk off by myself. 


Mr Bergman's has been a protean talent, 
embracing celebrated theatrical productions 
as well as film making. How, over a long ca- 
reer, did he maintain such high standards? 
Sometimes, in truth, he did not. He is his 
own sternest critic over failures such as 
"The Serpent's Egg" and "Face to Face". 
But the high spots (which include “The Sev- 
enth Seal", “Wild Strawberries” and “Per- 
sona") were many and durable. 

On set, Mr Bergman had no time for im- 
visation or temperament. Editing was 
Yething that was done in the mind and 

on the wing, not in the cutting room after- 
wards. Never too proud to borrow when his 
stock was low (he did so to finance “Cries 
and Whispers"), he was aware that he was 
indebted to commerce for the privilege of 
practising his craft. "I have always appreciat- 
ed the honest brutality of the international 
film world," he says. "One need never 
doubt one's worth in the market.” 

Mr Bergman was brought up in a parson- 
age that sounds like purgatory. He was 
obliged not only to confess his sins to his 
father but to stipulate the number of whacks 
he should receive. Young Ingmar often 
found himself locked in a closet, supposedly 
with a creature that fed on children's toes, 
or forced to spend the night in the mortuary 
among the flatulent corpses. He suffers to 
this day from unruly bowels. 

As a child, he had a “tormented and joy- 
less" relationship with God. He claims. to 
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have lost his faith irrevocably 20 years 
ago when six hours of his life disap- 
peared without recollection during an 
operation. It convinced him, he says, 
that "When you die you are extingui- 
shed... A god does not necessarily 
dwell among our increasingly capri- 
cious atoms." God never features in 
Mr Bergman's work after that; some 
would say for the better. 

Mr Bergman regrets the end of his 
collaboration with Sven Nykvist, the 
cameraman who shared his fascina- 
tion with light and with whom he cre- 
ated some of his. finest works. But 
Victor Sjostrom, the 80-year-old film 
maker pressed back into service for 
"Wild Strawberries", emerges as an 
incorrigible ham, with a great regard 
for his co-stars’ ample bosoms and an 
unwavering commitment to a stiff 
whisky at 4.30 in the afternoon. 

Some issues remain murky: in particular, 
Mr Bergman’s arrest for alleged tax-dodg- 
ing, a traumatic experience that drove him 
temporarily into exile in West Germany. It 





Focused on Purgatory 


would be interesting to know more, too, 
about the Bergman family's temporary em- 
brace of Nazism. lt sits uncomfortably with 
the author's assertion that he has always 


been a Social Democrat. 





The probable overloading of the American mind 


Chic, Kantian and 40 


OR month after month, the American 

non-fiction bestseller lists have been 
dominated by “difficult” books. Alan 
Bloom's "The Closing of the American 
Mind", a philosopher's treatise on the de- 
cline of the national intellect; James Gleick's 
“Chaos: Making a New Science”, described 
by one reviewer as "making the music of 
chaos soar"; Paul Kennedy's “The Rise and 
Fall of the Great Powers", a dense 700-page 
ramble through the mistakes of western his- 
tory; and now Professor Stephen Hawking’s 
“A Brief History of Time" (“a feast for cos- 
mological gourmets which others may have 
trouble digesting"). Books on how to make 
money and how to lose weight are now de- 
xeu separated by slabs of hard intellectual 
graft. 

When Mr Bloom first appeared in the 
charts, commentators refused to give his 
readership much credit. Word had got 
round that one chapter compared rock to 
masturbation; it was for this, undoubtedly, 
that people were reading him, and not for 
the chapter headed "From Socrates' 'Apol- 
ogy’ to Heidegger's 'Rektoratsrede' ". Mr 
Kennedy is said to be being read only for his 
last chapter where, shaking off the dust of 
the Holy Roman Empire, he starts to discuss 
the morbid symptoms of the United States. 
But the two scientific books, neither of them 
so skimmable or extractable, suggest to 
some that a different sort of trend is afoot. 

Mr Henry Allen, writing in the Wash- 
ington Post at the beginning of May, claims 


to have uncovered something quite new, 
which he calls "smart chic". Since baby- 
boomers can go no further in indulging or 
improving their bodies, they must turn to 
their minds. Mr Allen has found other signs 
beyond the non-fiction lists: a best-selling 
novel, for example, which has a philoso- 
pher, Ludwig Wittgenstein, as its main char- 
acter, and a rock band called “The Jean-Paul 
Sartre Experience". 

"Remember, you read it here first!" 
shouts Mr Allen; but Mr P.]. O'Rourke stole 
a march on him in February, with a piece in 
the American Spectator which went much 
further into the anguish behind the trend. 
The whole baby-boom generation, wrote Mr 
O'Rourke, is old, fat and washed up; be- 
sides, it knows it has achieved nothing, 
intellectually or otherwise. "All our mystical 
enlightenments", sighs Mr O'Rourke, "are 
now printed in Hallmark greeting cards with 
pictures of unicorns on them." 

If the baby-boomers have not been 
taken seriously, it is simply because they are 
not serious; and this can be rectified fairly 
smartly. 

We get those stupid half-glasses and wear them 
way down on the end of our nose. We read 
Schopenhauer, Kant, all those guys. We call it 
the New Seriousness . . . [we] shoot MTV videos 
for Handel and Rimsky-Korsakov. Do a feature 
movie about the life of Euripides with the 
sound-track in ancient Greek. 


Mr O'Rourke pinpoints an important ele- 
ment of the New Seriousness: it may be as 
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much self-defence as self-improvement. But 
defence against what? True historians of the 
trend trace it back to philosophers at the 
University of California at Berkeley who, in 
the mid-1980s, began to attack the notion of 
“thinking computers”. Two men in particu- 
lar, Dr Hubert Dreyfus and Dr Fernando 
Flores, turned to the theories of a German 
philosopher, Martin Heidegger, to find their 
way through the maze of computerisation 
and automation (“Being” and "Time", the 
twin titles of Heidegger's master-work, pre- 
sumably being two notions among many 
that computers cannot grasp). Their work 
may have been the first warning sign that, if 
minds are to be considered superior to com- 
puters, they had better be well stocked and 
working. 

So off to buy “A Brief History of Time". 
The particular attraction of physics is that, 
once translated from mathematics into En- 
glish, it lends itself to supposition and 
cloudy thinking. Like philosophy, it is rela- 
tively easy for the layman to bluff in; chemis- 






Lilac blooms 





OR the past three years a wooden da- 

cha in the writers’ encampment of 
Peredelkino, in the forest outside Mos- 
cow, has charted the progress of literary 
glasnost in Russia. The cottage was the 
summer home of Boris Pasternak, who 
wrote much of his poetry in a cramped 
study upstairs. Downstairs in the parlour 
was a Bechstein. piano, on which 
Sviatoslav Richter played at Pasternak's 
funeral in 1960. Until three years ago, Pas- 
ternak's heirs continued to live in the 
house; but it was in the gift of the Writers' 
Union, and in 1985 the Pasternaks were 
evicted. The neighbours protested, saying 
they wanted the dacha to be kept as a 
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try or genetics is not. The new trend, if trend 
it is, is likely to run to earth if faced with too 
many hard facts, too much hard grammar, 
or equations. High seriousness, when it is 
fashion, can be taken only so far. 





Theatre in Japan 


Orbis Tertius 


TOKYO 


HE third incarnation of London's 

Globe theatre (burned down in 1613, 
closed by. Cromwell in 1644) has not oc- 
curred, after all, on its original site in South- 
wark on the south bank of the Thames. It 
has sprung up, in pink concrete, not far 
from the world's busiest railway station: 
Shinjuku in Tokyo. 

The Bard has a curious standing in Ja- 
pan. His plays are rarely taught at school; 
even in translation, only university students 
seem to read him. Yet the bloody histories 
and tragedies, in particular, seem to fasci- 
nate the Japanese. They appear on television 
(Lawrence Olivier's "Richard III" was 
shown on May 13th) and at least one cele- 
brated director, Mr Akira Kurosawa, has 
based his films on them, modelling his 
“Throne of Blood" on “Macbeth” and his 
"Ran" on "King Lear". The Japanese ten- 
dency is not faithfully to reconstruct 
Skakespeare but to remake him in the Japa- 
nese image. This is exactly what Mr Arata 
Isozaki, the Globe's architect, claims to be 
doing with his theatre. 

The Tokyo Globe is an abstract version 
of what Mr Isozaki thinks the original 
looked like. He had little to go on. No plans 
of the original Globe survive; only an aerial 
view of the second Globe and its surround- 
ings by Wenceslaus Holler, drawn from a 
convenient church tower, and a sketch of 
the inside of a theatre contemporary with 


shrine to Pasternak. The Writers’ Union 
refused, and stripped the house bare; but 
nobody moved in. A notice appeared on 
the gate: "Here there is to be a museum", 
to which somebody added, in pencil, “of 
Pasternak." 

Many years ago another poet, Yevgeny 
Yevtushenko, first met Pasternak at the 
dacha. There they read their poetry to 
each other. Mr Yevtushenko remembers 
that Pasternak's "whole appearance had 
an amazing, sparkling freshness, like a 
newly cut bunch of lilac with garden dew 
still on its leaves." With other writers, he 
has taken up Pasternak's cause, arguing 
that his novel "Dr Zhivago"—banned in 
the Soviet Union since it was written for 
its portrayal of the beastliness and corrup- 
tion of the revolution—should be pub- 









the Globe. These have given Mr Isozaki his 
basic dimensions. The Globe's interior is 
modern and precise, executed in grey and 
dominated by the stage, which extends for- 
ward to the centre of the 12-sided audito- 
rium. The prominence of the stage and the 
geometry of the three galleries, which are set 
directly on top of each other rather than re- 
ceding, seem authentic enough. The great- 
est loss to authenticity is probably the lack 
of crowding; contemporary notions of com- 
fort and safety mean that the theatre can 
hold only 650, all decently scented and well 
mannered. 

The Globe's opening season runs from 
April to July. The English Shakespeare 
Company, fresh from the Old Vic, chris- 
tened the theatre last month with “The 
Wars of The Roses", a series of plays cover- 
ing English history from the reign of Rich- 
ard Il to the death of Richard III. This is 
what the Japanese are meant to like, after all; 
but the result was curiously flat. The au " 
ence intently followed the action in tran: 
tion, while the actors, perhaps depressed by 
this, seemed inclined to play for laughs. 

Matters may improve when the theatre 
starts playing in Japanese, as it will later this 
summer, though not before audiences have 
sat through the National Theatre's "Tem- 
pest”, a few of the Royal Shakespeare Com- 
pany's workshops and “Hamlet” in Swedish 
(in Ingmar Bergman's production). From 
August onwards, most of the productions 
will be in Japanese and will not be confined 
to Shakespeare. 

At least one other Japanese Globe is un- 
der consideration. Whether or not it is built 
will depend on how voraciously Shake- 
speare is consumed. It may be worth noting 
that Mr Kurosawa's films have not been 
nearly as successful in Japan as they have 
been overseas. Even when the Japanese re- 
make Shakespeare to suit themselves, he re- 
mains less than a craze. 


lished; that Pasternak should be posthu- 
mously readmitted to membership of the 
Writers’ Union; and that the dacha 
should become a Pasternak museum. All 
these things have now come to pass. “Dr 
Zhivago” appeared this spring, in instal- 
ments, in the journal Novy Mir; and on 
May 12th official consent was given to the 
shrine at the dacha. Of late, the gate has 
been left open. 

The study walls were once hung with 
illustrations drawn by Pasternak's father 
for Tolstoy's "Resurrection". Pasternak 
used to show these to visitors and remark 
that although they had been banned by 
the Tsarist censors, they had eventually 
been published. “In the end”, he said, 
“ ‘Zhivago’ will be published too, here in 
Russia." And so it is. 
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Brown & Root (UK) Limited, 
is a leading international 
consulting engineering 
company. 

Due to an expanding 
workload, we are now 
recruiting senior staff in the 
fields of agriculture, irrigation/ 
drainage and farm 
management. We are seeking 
only top class professionals 
with outstanding track records 
in relevant overseas work, 
spanning a minimum of 10 
years. We have immediate 
vacancies for: 


AGRICULTURAL 


MANAGER 
‘A UK based position, 


reporting to the Manager - 
Water Utilisation, and 
responsible for the control and 


..,, direction of all agricultural 


staff. The person must have à . 


- solid background in all aspects 


of agricultural production and 
be familiar with all aspects of 
project development, design 
and implementation. 


. SENIOR 


IRRIGATION AND 
DRAINAGE 
ENGINEER 


A UK based position reporting . 


to the Area Engineer. Heading 
the irrigation and drainage 
section, the person must have 
actual field experience of 
designing, implementing and 
running large irrigation 
projects based on centre 
pivots and linears with infield 
drainage: Familiarity with 
other irrigation systems is also 
required. 


ge a a 


FEY 


__APPOINTMENTS 


SENIOR FARM 
MANAGEMENT 
SPECIALIST 

A UK based appointment, 
reporting to the Agricultural 
Manager. The person must : 
have managed large farm units 
producing cereals and forage 
crops under centre pivot and/ 
ór linear irrigation systems, 
preferably in arid climates. 
Familiarity with intensive sheep 
and dairy production as part of 
the farming system is also 
essential. 

In addition to the above, short 
term consultants are required ` 
in the fields. of:- 


_ Agricultural Economics, Dairy 


Production, Intensive Sheep 
Production, Livestock 
Nutrition, Farm Buildings, 


D large Farm Machinery, and 


Crop Production and 
Storage. 

In all. cases, only people with 
experience of irrigated dry 
land need apply. Some 
overseas travel is to be 
expected. 


In return, excellent salaries and 
benefits package will be offered 
to successful candidates 
including generous relocation 
assistance to the UK where 


< appropriate, together with the 


opportunity of participating in 
large, challenging international 
projects. 

Applications in writing 
enclosing comprehensive C. V. 
should be sent to: Linda Coote, 
Project Personnel Co-ordinator, 
Brown & Root Limited, 
International House, 

31. Wheatfield Way, 
Kingston-Upon-Thames, 
Surrey KTI 29D, England. 


SN 





APPOINTMENTS 


COLEG PRIFYSGOL GOGLEDD CYMRU 
UNIVERSITY COLLEGE OF NORTH WALES: 


SEA FISH INDUSTRY School of Accounting, Banking and Economics 
ATHE Midland Bank Chair in Financial Sector Accounting 


Applications are invited for. this newly established Chair within the School of 

Accounting, Banking and Economics. The Midland Bank Chair—initially funded by 

» Midland Bank pic—is intended to focus academic attention on the growing and 

challenging discipline of accounting in the financial serto picante are ip ien 

1 to have a suitable academic background and to bé professionally qualified 

alary Range £11 ,781 to £14,132 Applications would be welcomed from practitioners currently outside academia. 


Applicants.should display the ability to guide and undertake research in financial 
EAFISH are looking for ari Economist to join their Fishery Economics sector accounting, but extensive existing experience of the area is not a 


esearch Unit which is concerned with a range of economic and 


planning activities and investment appraisal. requirenient. 


pplicants should have a good degree in economics with some Salary will- be negotiable within the a 


background experience preferably in fisheries or agriculture. Lui bond under review. 


;; Please write in confidence; enclosing a comprehensive curriculum vitae, 
| to the Chief Economist, Sea Fish Industry Authority, 10 Young Street, 
Edinburgh EH2 4JQ. 


: Closing date 10 June 1988. 


Senior 
Economics Anal yst 


IWS. is an international wool marketing organisation operating? in more than 30- 
branches to provide promotional and technical s services to wool users from early — 
stage processors to consumers. 


A vacancy has now arisen for a Senior Economics Analyst to join the Market 
Information Services Group in the HQ Department of Technical & Marketing 
Services based at our Development Centre at Ilkley, West Yorkshire. 


The duties will include the monitoring and analysis of developments in the 
world economy, in competitive product activities and international trade. 
agreements, all of which could have implications for the future level of wool 
consumption, both at manufacturing and retail levels. 


This is a demanding post requiring a.high degree of numeracy and flair for 
writing reports and briefing papers. The ability to organise work priorities 
efficiently and effective communication skills are essential. 


Candidates should possess a good economics degree and have a minimum of 5 
years’ relevant. work experience in an economic or closely related environment. 


A salary of c. £12,500 per annum is offered and conditions of service are in 
line with good modern practice. Relocation expenses will be offered 
where appropriate. 


Written applications, including a comprehensive 
CV to: 


Establishment Officer, 


International Woo! Secretariat, 
Development Centre, 
Valley Drive, Hkley LS29 8PB. 


INTERNATIONAL-WÜDL-S ECR 


New Zealand | 


LECTURER.IN POLITICAL SCIENCE 
" (Comparative Politics/Public Policy) 


Applications are. invited for the above 
position in the ariment of Political 
Science. The. ntment may be 
made in any area of Comparative Poli- 


tics or Public Policy. A preference may 


be given to a candidate willing to make 
a-contribütion to the teaching of New 
Zealand andi 


The: appointment will commence on 1 


The. salary for Lecturers is on a scale 
from N2$32,000 to. NZ$38,500 per 
annum. 


Further p ars and conditions of 


„appointment may be obtained from the 


Association of Commonweaith Univer- 
sities (Appts), Gordon Square, Lon- 


Applications close with the Regi: 
University of Canterbury, Private 
Christchurch, New Zealand, on 29 July 
1988. 


DEPUTY — 
DIRECTOR 


Applications for the position, 
Deputy Director, are invited from 
persons with an academic back- 
ground of relevance to the study 
of forced migration, proven re- 
cord of research.and publication, 
and a commitment to applied 
research. The. appointment will 
be on rper Grade RS11 
(£14,500-£19,310) for three 
years inthe first instance. For 
ri Director, Refu- 
gee 5 Programme, ‘Queen 
lizabeth House, Oxford Univer- 
sity. Closing date: 15 July, 1988, 
An equal opportunity employer. 









APPOINTMENTS 


King’s College London 


Department of Computing and 
Management Studies 


LEAD OF MANAGEMENT STUDIES 


Applications are invited for the above 
post from persons with teaching and 
research experience in one of the fol- 
lowing areas: 

Economics, marketing, finance, or or- 
ganisational behaviour. 


Experience ín industry would be an 
advantage. The successful candidate 


will be the Head of the Management 
Studies Unit which is an area of activity 
which is developing rapidly within the 
College. 


Salary will be within the Senior Lecturer 
range, £20,270-£22,910 per annum 
plus £1,450 London allowance. 


Further details and application forms 
are available from Mr G. A. Cuthbert, 
Assistant Personnel Officer, King's 
College . London; "Strand, London 
WC2R 2LS. Closing date for applica- 
tions 14 June 1988. 








Community. 
Please send curriculum vitae to: 


will be looked at favourably. 


THE ECONOMIST MAY 2 





|! LONDON BUSINESS SCHOOL 


Centre for Economic Forecasting 


PhD STUDENTSHIP 
Applications are invited for a PhD Stu 
econometric modelling of interdepe 
munity. The supervisor will be Dr Sean Holly. 


Applicants should be graduates in economics, preferably with a masters 
degree and an interest in econometric modelling and the European 


dentship to work on a project on the 
ndencies within the European Com- 


Dr Sean Holly, Centre for Economic Forecasting, London Business 
School, Sussex Place, Regent's Park, London NW1 48A, UK. í 


CJC LONDON BUSINESS SCHOOL 


UNIVERSITY OF BIRMINGHAM 
SCHOOL OF PUBLIC POLICY 


TWO LECTURERS 


The INSTITUTE OF LOCAL GOVERNMENT STUDIES is 
seeking two lecturers, one with an interest in Financial 
Management (two year contract) and the other in 
Management Development (three year tolling contract). 
The persons appointed will be expected to contribute to 
the Institute's work for local government through post- 
experience teaching, researching and consultancy. 


Candidates should hold a good honours degree, 
preferably a higher degree, and have appropriate 
professional experience. For the Financial Management 
Lectureship a professional accounting qualification 
(preferably IPFA) may be an advantage and secondment 


Both appointments will be on the Lecturer scale (£9,260- 
£19,310, plus superannuation). Starting date 1 October 
1988 or as soon as possible thereafter. 


Further particulars and application form from the 
Assistant Registrar (Commerce), University of 

. Birmingham, PO Box 363, Birmingham B15 2TT, to 
whom the form should be returned by 17 June 1988, . 
quoting reference C/1915 (Financial Management) and 
C/1916 (Management Development). ` 


An Equal Opportunity Employer. 















































f THE NET HERLANDS ECONOMIC INSTITUTE à. 
A: QUANTITATIVE ECONOMIST (modelling expert) 
.— B: TRANSPORT ECONOMIST | 


The Netherlands Economic institute. (NEI). is. a foundation based in 
Rotterdam, involved in applied economic research both in and outside | 
The Netherlands, in a wide range of fields. The Directorate "DEVELOP- 
MENT. ECONOMICS. AND PLANNING”. of the: Institute undertakes 
research and consultancy projects outside Europe; generally in Devel- 
oping Countries, for a wide range of national and international 
organisations. 
The Institute wishes to recruit experienced professionals in the fieldof 
Quantitative Economics, in particular: (a) an economic modelling 
expert and (b) a transport economist. 
Successful applicants . 

—do have a MA or PhD in their field ; 

—do have several years of experience, also in Developing Countries © 

have an excellent command of English, and a good working: 
knowledge of either French or Spanish s: 
—are prepared to travel frequently, and to work also for longer 
periods in Developing Countries i 
An appointment. will.be for an. initial period-of two years, with the .... 
possibility of a permanent contract afterwards. Salaries will be accord- 
ing to qualifications and experience. ` 
initial inquiries may be made to Mr J.: Hoogland for the post(s) sub A, 
and to Mr |. Vogelaar for the post(s) sub B. Telephone (31) 10-4081804. 
Applications, including an extensive curriculum vitae and a recent 
photoeraph, should be sent to: s 
7 Mr A. A. Ruitenberg 
Netherlands Economic Institute 
5. PO Box 4175 
3006 AD Rotterdam 
The Netherlands 


























Closing date: 1 july 1988 







DEPARTMENT OF HEALTH AND 
SOCIAL SECURITY 


OHSS Economic Assistant/ 
| Senior 
Economic Assistant 
We are looking for a health economist to join a strong team in 
London providing economic advice on a Wide range of issues 
involving the efficiency and financing of health services. 
The successful applicant will be appointed as.an economic 
assistant or a senior economic assistant on the salary scale 
£8,000-£10,150 or.£10,900-£13,900, respectively, plus London 
Weighting of £1,527, according to age and experience. 
All applicants should have a good degree in economics and 


relevant experience. An interest both in policy advice and in 
quantitative analysis would be an advantage. 


The appointment will be for up to one year with the opportunity 
to obtain a permanent post. i ` | 

For further details, ring 01-703 6380 and ask for 
Jeremy Hurst on ext 4345. 


Application forms can be obtained from Mr P. 
Hayes, Room A305, Alexander Fleming House, 
Elephant and Castle, London SE1 6BY, or 
telephone 01-407 5522, ext 7287. Completed 
application forms, with a CV should be returned by 
17 June. ~ NE UEBER 









































- APPOINTMENTS. 





Coláiste na hOllscoile Corcaigh 
University College Cork 





| IRELAND 
ACCOUNTING 


Following the recent appointment of Professor Edward Cahill and as part of its 
programme further to develop Accounting in the Faculty of Commerce, the College 
now invites applications for a- senior -position as Statutory Lecturer in 


Accounting. 


Applicants should hold a relevant postgraduate qualification which ideally should be a 
PhD degree. A record of research and publication is particularly desirable. Teaching 
interests in most aspects of Accounting and Financial Management will be considered. 
` Candidates will be expected to contribute to the development of Accounting and of the 
Department in the Faculty through participation in undergraduate and postgraduate 
teaching. The position offers an opportunity to join-a department with high academic 
aspirations at a critical period of its evolution. Advance informal enquiries may be 
made to Professor Cahill. Telephone Cork 276871, ext 2506. ] 


The salary scale is; IRC18,910-IRE25,841 per annum 
Application forms and further details of the post may be obtained. from the 


undersigned. Telephone (021) 276871, ext 2364. Latest date tor receipt of completed 
applications is Friday, July 15, 1988. s 






















































































Monash University 


Australia 
Department of Economics 


CONTINUING LECTURER/ 
SENIOR LECTURER 


In any field of Economics. Applicants 
should have postgraduate training at a 
high level and- considerable teaching 
and research potential. Department of- 
fers wide range of courses at graduate 
and undergraduate levels. Salary: Lec- 












Mrs Pauline Rolph 


HENLEY--THE MANAGEMENT COLLEGE 
(in conjunction with Brunel University) 


MANAGING TOMORROW'S TECHNOLOGY 


Henley offer SERC STUDENTSHIPS to suitably qualified applicants to study for an 
Studies. Research opportunities include: 
Marketing of technology based services, 
Computer based. training and simulation, Capital project appraisal in rapidly 
changing industries, Project Management, Financially based performance measure- 
ment. Associated research proposals will also be considered. 
SERC funding may be available for full time UK students, Suitable applicants will also 
have the opportunity to develop their teaching skills. Early applications are invited 
especially from candidates with at least a 2(1) Honours Degree ina relevant subject. 
Please reply in writing, with curriculum vitae, to: à 
, Research Programme 
Henley—The Management College 


MPhil or PhD degree in Management 
applications of Information Technology, 


turer $A28,694-$A37,435 per annum; 
Senior Lecturer $A38,216-$A44,403: 
per annum. 


Enquiries to Professor J. G. Head, 
telephone (03) 565 2484. Applications 
including Ref No 20112, curriculum 
vitae and three referees to the Regis- 
trar, Monash University, Clayton, Vic- 
toría 3168, Australia, by 20 June 1988. 


AN EQUAL OPPORTUNITY 
EMPLOYER 


NC C NENNEN NEC REOS. EM MEE 












M. F. Kelleher, 
Secretary 








FOREIGN AND COMMONWEALTH OFFICE - 


@ CONFERENCE - 





ADVISER 


Wiston House Conference 
Centre, near Steyning In West Sussex, 
is the home of the Wilton Park inter- 
national conferences, Open to high- 
level participants from all over the 
world, the conferences provide a 
forum for the exchange of views on 
a wide range of international and 
comparative national Issues under the 
leadership of the Wilton Park 
academic staff. One post of Conference 
Adviser is now to be filled. Appoint- 
ment will be for a period of 3 years ` 
initially, with the possibility of 
extension or permanence. 

You would be responsible for 
developing themes and organising 
conference prograrnmes, inviting 
speakers, chairing plenary sessions 
and discussion groups, writing 
conference reports, and contributing 
intellectually, administratively, and 


socially to the success of the meetings. 


Preferably aged at least 30, 
you must havea degree with first or. 





second class honours, or an eguival- = = 
entor higher qualification, preferably- 


THE CIVIL SERVICE IS AN EQUAL OPPORTUNITY EMPLOYER 








In one of the social sclences; an 
enthusiastic interest in international 
affairs and in political, economic, and 
social issues; several years postgrad- 
uate experience in relevant academic 
work, public service, or the private 
sector; and must be a good communi- 
cator. A good knowledge of foreign 
languages and experience In social 
hosting at conferences are desirable. 

Some overseas visits may be 
required. 


: Salary £15,030 rising to 
£20,290 (under review). Starting 
salary may be above the minimum. 


Relocation expenses may be available. 


For further details and an 


,, application form (to be returned by 


24 June 1988) write to Civil Service 
Commission, Alencon Link, 
Basingstoke, Hants RG21 1JB, or 
telephone Basingstoke (0256) 468551 
tanswering service operates outside 
office hours). : 


Please quote ref: G/7588. 














COURSES . 


School of Oriental and 
African Studies 


Modern Turkish Studies Programme 
MA IN AREA STUDIES 


.. A new course for graduates in modern 
=, history and the social sciences. 


Subjects at present include History, 

. Politics and Government, Turkish Soci- 

~ ety and Culture; and Economic Geog- 

raphy. Elementary Turkish is also an 
option. 


Full-time or part-time. Subject courses 
open to Occasional (non-deg 
students. i 


Further details from. The Registrar 
(Econ), School of Oriental and African 
Studies, Malet Street, London WC1E 
7HP. 



















LEARN FRENCH 


The intensive way and in.real 
immersion. This means living 
in one of the most picturesque 
regions of France and really 
becoming fluent. Also vacation 
and learning plan. Cultural pro- | » 
gramme in Paris. Winter pro- 
gramme on the French Riviera. 
State age, goal level and time 
available. US transfer credits. 
The French and American 
Study Center, BP 176, LI- |. 
SIEUX . 14104 . Cedex— 
FRANCE. Tel: 31.31.22.01. 






























HOME STUDY COURSE in economics. 

A 10-lesson study that will throw light 
on today's baffling problems. Tuition 
tree—small charge for materials. Write 
Henry George Institute, 121 E 30th 
Street, New York, NY 10016, USA. 


Taking the | GMAT or GRE | 
We CAN help 


Write to: 
Graduate Tutorials, GTAC Associates, 
FREEP! OST, London W5 4BR. 

Tel: 01-993 3983 


Distance 
Learning 

































we y puts an MBA 
INTERNATIONAL ds INTERNATIONAL 

E eman PNE Pelee It is said that Britain deeds at least anake 

Co-ed 14- 19, July-August Co-ed 6-14, July-August 10,000 MBAs every year, simply to catch up 


High standard, sports activities, language courses, excursions, mountain hikes, 
Summer skiing, 


Folder and references: ITC, PO Box 122; CH-1012 Lausarine: Telephon 03622 87 78. 
Telex IGOR 453182 CH i 


with the management pe ToPo of 
other leading nations: - 





Thanks to the University of Warwick and 
Wolsey Hall Oxford you can join this 
management elite by studying largely at 
home. The two have combined their 
respective expertise in business studies 
and home study to devise a:course which 
enables. you to: 










- Study effectivel y Alithiout. erg up 
your. job 






- Apply iiihediately < at wei what you 
deam: on fe course 



























- Become a pae manager . . anda 
better qualified. one. 


Between them, they: have helped sevetal 
hundreds of managers on their way ... and 
helped their salaries too. | ^ 











EMIB i: an MBA program which yi you: 
e a twelve-month full-time intensive program in 
International Business. 


EMIB gives you the unique appartuniiy to: 
@ work with a highly qualified facul y drawn from 
all over Europe 
@ be part of a multinational team e participants 
* view Europe as a single marketing entity 
€ use your managerial skills for an in-depth analysis of 
a business issue (the European Project). 


Why not post the coupon or ieleuhbne 
today to find out more? If you have an: 
interesting career history and hold a good 
honours degree or equivalent, this could be 
the best move you ever made. 















EMIB is designed for managers: 
e who already have a university degree and at least 
three years of business experience. 








ES University of Warwick, Distance Learning MBA Office. Dept. CAA, 
66 Banbury Road, Oxford OX2 6PR Tel: (08657310310 
Telex: 83539 OBS WHO 

Please send me full information on the Warwick MBA course 





The EAP-EMIB Program is accredited by the C.G.E, (Conférence 
des Grandes Ecoles}, an organisation of the leading French 
graduate schools in Engineering and Business, 










Name: e A m 








TUTTI a io Address 
For further information, contact : 5 
EMIB Admission Office 

EAP - École Européenne des Affaires 

levard Malesherbes, 75017 PARIS 

s. 00 (ext. ue or 42.54.65.78 

























| THROUGHPUT ACCOUNTING 
Performance Measures 






. Weste n tama 
rsity à SEDAN ODAI 





| U 
Jor JIT Manufacturing A Des Eme 


grams: 
MSc & BSc Degrees in: 

iMnigément EE A Management *Ho vapitality Management: “Computer 
n Science *Travel & Tourism Management The Universit ia 

Regionally A Accredited by the North Central Association of Colleges & Schools in 

Phoenix and London and will grant Nebo for ‘existing ications. Mids 

Program iransfér to the US us is opt ptional ; 

estern International University, (E) Meridian House, 
Royal Hill, Greenwich, London SE10 8RT 


Tel: 01-853 4484 Tx: 8953233 ELSLON G 






Cost accounting is hazardous to your wealth! Traditional 
measures will not prevent you from investing in unnecessary 
; equipment, dropping profitable products from the range, 

increasing WIP. Throughput Accounting is a new method of 
measuring factory. performance ‘that. supports the latest 
manufacturing techniques. 

It recognises the true réle of inventory, and the relation- 
ship between response times, quality and profit. 

The benefits achieved by companies who have attended 
this course include: . 





































"m 50% reduction in lead times 

m Improved due-date performance 
`m Elimination of ‘work-in-progress’ 
a Tripling of profits 


UNIVERSITY DEGREE 


For Life, Academic & Work Experience 
for people who want to be more effective and. 







The originators of this innovative approach - David PORAS In se icq! Professions. 
Galloway and David Waldron - run a two day introductory jer ios ae in tees d Ke Brain N 
course for- senior decision makers; For further. details call given for. your job, vary, company training, industrial s 
Stuart Pritchard, Hoskyns Manufacturing Education, matter when taken No residency required. i 
=. Our graduates ate recognized for their achievements in business and 





Hoskyns Group plc, Hoskyns House, 130 Shaftesbury Avenue, 
London WIV 7DN. Tel: 01-434 2171. 


hoskyns 


industry. We will assist you in completing your degree Tenien 
withoul formai classes of seminars at your own pace and fene 


ord dataa résume on work De wad Seater Ce eee Kr a E i 
cost evaluation, 


| PACIFIC WESTERN UNIVERSITY 


600 N Sepulveda Blvd, Los Angeles, California 90049 Dept 137—USÀ 


SE WERE ee CMM LO MUN RE RE cies SR HN sim vifi iE ame. 







"TP 


























Mss ini aam simile maa nme laesum sun, dawn HUMUM EE SI map cmm cum GOD) 


AA mendon 5st so —— Án má € —— e > 




















DO YOU BELIEVE IN REWARDING TALENT? 


There are young men and women in your organization who clearly have great potential. 

They have shown promise in their current jobs and you suspect they could go much further. 

You want to maximise their effectiveness within your company. You also want to satisfy their 
ambitions. 

In broadening their understanding of management and helping them to see how they fit in the 
firm, INSEAD’s YMP fulfills both requirements: 


YOUNG MANAGERS PROGRAMME (3 weeks) 
11-30 September 1988 — — 8-27 January 1989 
28 May-16 June 1989 (in French) 17 September-6 October 1989 


Over three intensive weeks INSEAD acts as a forum for young managers from all over the 
world to discuss key management issues. They acquire the basics for general management as well 
as the unique international perspective which is INSEAD’s hallmark. 

Find out why INSEAD is your best partner in management training. Ask for more details 
on this and our other development programmes from: 


Michéle Baliteau, Rm E, 

INSEAD, . 

77305 Fontainebleau Cedex, France 

Tel: + 33 1.60 72 42 18 Telex: 690389 F 








Fax: + 331 60 72 42 42 


















COUR 


4 = The most renowned school for French 
KI NGSTON - INSTITUT DE FRANCAIS 


P O*L Y T E C HNIC Overlooking the Riviera's most beautiful bay 

Í MAKES LEARNING FRENCH 
POSTGRADUATE COURSES IN A WONDERFUL AND UNIQUE EXPERIENCE. 
FORECASTING a 


LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED: . 
: For adults. 8 levels trom beginner | to advanced il. 
@Are you looking for a career as a Next 2, 3 or 4-week immersion course starts 30 May to 27 June, and all yea. 


successful planner, forecaster, modeller Years of research & experience in the effective teaching of French to adults. 


; : TT M EA INSTITUT DE FRANCAIS — EE28 
and on effective business decision maker: 23 Av. Gen,-Leclerc, 06 VILLEFRANCHE/ MER. T, 93 01 88 44. Tx. 970:989F. 
An innovative practical, and flexible coursehas been designed to : 


cater for your needs, an MSc/Diploma/ Certificate in BUSINESS 
. and ECONOMIC FORECASTING ona part-time basis; 
lt is a computer-based training programme in an economic and 
business context with practical applications and options. 
Further details and application forms are available 
from the Forecasting Course Secretary, School of 
. Economics, Kingston Polytechnic, Penrhyn. Road, 
Kingston upon Thames, Surrey KTI 2EE, or telephone 
01-549 1366 ext.2324 p 





















HOTEL MANAGEMENT DIPLOMA COURSE 
SITC offers an integrated practical, technical and. 
theoretical education in an international environment 


COURSE STARTING 1 AUGUST 1988 


Language of instruction—English 
No previous knowledge of French necessary 
.. Duration—two and a half years 
Qualifications—2 “A” levels or previous professional education 
Small classés-—-students receive individual attention 
Restaurants open to the public throughout the year 


~ For further information please contact: 
SITC Téte-de-Ran, 2208 Téte-de-Ran, (Neuchatel) Switzerland 
Tel: 01041 38 533323 Telex: 952886 Fax: 01041 38 532688 
or 
Mrs K. E. W. Barrow, Director 
at the Meridian Hotel, Piccadilly, London 
on Monday 30 or Tuesday 31 May 1988 from 4-9pm 
Tel: 01-734.8000 Telex 25795 Fax: 01-437 3574 

















IMPERIALCOLLEGE 

















THE MASTER'S 
PROGRAMME. 


A LIFETIME 
INVESTMENT 


















INTERNATIONAL PROPERTY 






































— London - 
Applications are invited for the ; 
Masters Programme in Management VISITING LONDON? . | South Kensington 
commencing October -1988.. The “DRAYCOTTS” LUXURY SERVICED SUITES Luxury tully furnished 2 bed, Z bath flats in 
full-time one-year programme 46 Draycott Place, Sloane Square Quiet cul-de-sac off Queens Gate. Newly 
begins with the normal managerial (near Harrods) converted and modernised with direct dial 








functional emphasis of most MBA. 
courses, but differs in its intensity . 
of specialisation. Graduates will be 

able to demonstrate’ competence 

in one of the five areas-Manage- 

ment Science, Management of New 

Ventures, Project. Management, 

Financa, and Management n oe 

innovation, thus building upon the 

mission of the School to operate , LAKE SUNAPEE NEW HAMPSHIRE 
at the interface of management. 
and technology. 


Applicants should have an honours 
degree, or acceptable equivalent, and 
possess relevant work experience, 


The Master's P ramme is subject 
to formal approval by the University 
of London. 


For more information contact: The 
Admissions Secretary. The Manage- 
ment School Imperial College, 
53 Prince's Gate, London SW7 2PG. 
Tel, 04-589 5111 ext. 7124. 5 


offer you the privacy and pomit i of -out 
charming Victorian apartments wi - 
em facilies and excellent service; from 
£65 per night for 1/2 pers. Exceptional 
value. 


ABACUS LONDON: 997 6497/998 6871 
ABACUS AMERICA: (313) 572 0700 


telephones, electric lift, video security and 
colour TV, > 












Full details: Pauline 
Tel: 01-902 8151. Telex 893095 
Sunsac Fax 01-900 1353 
Short or long fets 























































32 privileged families will 

share 191 protected acres 
Offering private homesites with 
dramatic lake and mountain 
views. Rolling to the shores of 
Lake Sunapee, Browns Hill Farm 
features 900 feet of waterfront, 
tennis courts, a pool, boat slips 
and a private beach. Please call 
or write for our brochure. 













Browns Hill Farm .. f 603-526-2020 e l 
P.O. Box 1113, New London, New Hampshire 03257 






Shareholders are hereby invited to attend: 


- ANNOUNCEMENT 





SOLVAY & Cie Société Anonyme 
Registered Office: 33, rue du Prince Albert, Ixelles (Brussels) 
Brussels Trade Register No 5554 


"7l. The Ordinary General Meeting which will be held on Monday 6 June 


1988 at 10am to transact the following business: 
AGENDA 
1. Report of the Board of Directors and report of the External 
. Aüditors on the operations of the financial year 1987. 
. Approval of the Annual Accounts for the financial year 1987— 
Appropriation of profits and declaration of dividend. 


2 
/'3. Release to be given to the Directors and Auditors for their acts 
4 


—In Belgium: 


. Board of Directors: 
` .8) Statutory appointments: V l 
‘Appointment of Solvac as Director to complete the term of 
‘office of Mr Paul Washer, who has tendered his resignation. 
Appointment of three Directors to replace Messrs Claude 
Loutrel, Jean-Jacques Van de Berg and André Ganshof van der 
: Meersch, who have tendered their resignations and being 
eligible have offered themselves for re-election for a new term of 
office of six years. 
b) Change in the remunerations of the Directors. 
5. External Auditors: j 


a}~Reduction in the number of External Auditors from two to 


one, following the retirement at the age limit of Mr Pierre van 
Mook. | 
— Change in the remuneration of the External Auditor. 
bj--Appointment of a substitute External Auditor. & 
6. Other business. E 
2. The Extraordinary General Meeting which will be held on Monday 6 
June 1988, following the close of the Ordinary General Meeting, to 


transact the following business: Rs 


AGENDA x 

I Special report of the Board of Directors on the following items on 
the agenda. | A 

Il Increase of the share capital from 12,000m. BF to 30,000m. BF 
without issue of new. shares, by incorporation of the amounts 
booked under the headings "Issue Premiums”, “Revaluation 
surplus”, “Tax-exempt reserves" and “Available reserves”. 

HI Approval of an authorised share capital comprising four tranches: 
—the first, to allow workers, employees, middle management and 
executives of Solvay & Cie and of the companies belonging to the 
Solvay Group to partake in the capital, on the occasion of the 125th 
anniversary of Solvay & Cie; ; 


2.3 Article 7c: 





—the second, to pay for contributions in kind or possible mixed 
contributions; : ; 
—1the third, to pay for contributions in cash, possibly under the 
form of convertible loans or of loans with warrants; | É 
—the fourth, to increase the share capital by. capitalisation of 
reserves and, on the occasion of the 125th anniversary of Solvay & 
Cie, to issue-correlatively free shares in the proportion of one new 
share for twenty old shares. 
Approval, in consequence, of a new statutory provision (article 
10bis) authorising the Board of Directors to decide, if necessary 
notwithstanding the pre-emption rights, on such share capital 
Ris . : 
IV. Other statutory modifications: i 
2.1 Article 5: Modification of the amount of the share capital taking 
i - into account the increase to be decided on under item IT 
of the agenda. » : $ 
Modification of the text to take account, in particular, ot 
the fact that the old C shares are now fully paid up. — 
Introduction of a clarification in the definition of the 
notion *prorata liberationis". 
Introduction, if need be, of a clarification in the defini- 
tion of “transfers of transmissions"; 


2.2 Article 6: 


.2.4 Article 9b: 


(2nd and 4th paragraphs): . - T 
Modification of the period of time, to increase it from 
thirty to sixty days. ` Mim Ge Sm 

(Sth paragraph): 

Modification of the price formula. 

Article 9c: ` 

. (2nd paragraph): .. gs ; i 
a: Modification of the period of time, to increase it from 
thirty to sixty days. .. : 

2.5 Article41: Introduction of à second paragraph anticipating the 
removal or possible modification by the legislator of 
article 76 of the Belgian company law: 

2:6 Article 45: Introduction of a new first sentence relating to the 
accounting year. vi l 

2.7 Article 53: Removal of this transitional article which has becom 
null and void. 


The special report, mentioned in item I of the agenda of the Extraordinary General Meeting, is available at the Registered Office. Thus, the 
people proving that they are holders of bearer shares will be entitled to take knowledge of the report and ask for a copy of it. 
The Board of directors respectfully reminds the shareholders that, in order to attend these meetings, if their shares are bearer shares, they will 


have to lodge 
by Tuesday 31 May 1988 at the latest: 
Générale de Banque 
‘Banque Bruxelles Lambert 
Kredietbank 

Crédit Général 


"In Germany: Deutsche Bank 
“win France: Lazard Frères & Cie 


Banque de la Mutuelle Industrielle : 


these shares temporarily and have them blocked at the Registered Office of the company or at one of the establishments listed below, 


—In Italy: SPAFID 

-—In Luxembourg: Banque Générale du Luxembourg. 

—]n the Netherlands: Algemene Bank Nederland 

—In Great Britain: J. Henry Schroder Wagg & Co Ltd 
Banque Belge Ltd 

—In Switzerland: Crédit Suisse 


The foreign banks named above have the faculty, in their respective countries, to associate with other establishments where Solvay shares can also 


“be validly lodged. The list of these establishments will be published in due time in each country. 


On the other hand, if their shares are registered, the holders must notify the company in writing, by Tuesday 31 May 1988 at the latest, of their in- 
-> gention to attend this meeting, indicating the number of shares they hold or represent. d 


latest. 


|. the Articles of Association). : S. uM 
. Finally, in conformity with Article 78 of the Belgian company law, every shareholder is entitled, on production of his share, to obtain free of 
"charge a-copy of the annual accounts, of the report from the Board of Directors, and of the reports from the External Auditors.. : 


OMe ud 








Similarly, in conformity with article 38 of the Articles of Association, proxies must reach the Registered Office by Tuesday 31 May 1988 at the 
Debenture holders wishing to attend this meeting are asked to comply with the same formalities as those imposed on shareholders (Article 37 of 





<- The Board of Directors . 
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THE AMERICAN WEST LIVES... 


ARE YOU PREPARED FOR ne 
The Rattlesnake 


A GLOBAL DEPRESSION? 










EXPLORA OlL CORPORATION has investment vehicles designed to 
maintain your buying power and offer a reasonable return—even 
during times of inflation/deflation or depression/recession.: by Frederic Remington 


History has demonstrated the ability of petroleum investments to be 
highly profitable due to demand levels — even in: times of economic 
stagnation. ; ME. : 
Qur comprehensive brochure explains how the Explora method of 
direct ownership of producing mineral rights can be of benefit to you. 
Minimum subscription: US$20,000. i 
Mineral Income, inc : 
PO Box 20, CH- 9463 Oberriet, Switzerland 
or direct San Antonio, Texas 
Tel: (512) 491 9999 
Telex: 767 332 mineral snt 


APPOINTMENT 







Full size lost-wax bronze casting 
from original. To purchase or to 
. obtain details on 20 other full size 
Remington Bronzes call or write: 
(818) 980-0633 
Munyon & Sons . ae 
12643 Emelita St, N. Hollywood, CA 91607 Height: 24in. 


Market - 
. Analyst 
_. BRITISHCIVIL URANIUM | 
. PROCUREMENT ORGANISATION 
E £19,513-£23,644 p.a. uf 
^" . A. CentralLondon | 


, BCUPO is responsible for meeting the requirements. for the supply -of 
uranium to the UK civil nuclear power programme. This mandate is currently 
met exclusively through international market purchases and stock manage- 
ment involving a commercial commitment of several hundred million pounds. 

To help achieve our future strategic and commercial objectives, BCUPO, 
based at the Headquarters of the Central Electricity Generating Board in 
London, need a Market Analyst to make a major contribution to our market 
intelligence activities. This will include; collation arid analysis -of market data 
particularly. with respect to supply, production of short to medium demand 
forecasts, market survey work, and uranium price predictions. 

.. You should be educated to degree level with at least 3 years’ experience in 
a policy development or commercial environment ideally gained in an energy 
or minerals industry. Experience in the nuclear industry, while desirable, is not 




















.. COMING TO PARIS? 
Stay in a furnished. flat. One-to four rooms 
us bathroom and kitchen. Weekly or month- 
NA Left Bank, Luxembourg. and 
loni i : 


pphone Paris 43253509, or write PAA. 
wing, 9 Rue des Ursulines, 75005 Paris. 


BUY AND SELL CRUDE OIL 
The Rangefinder Trading System would have T: 
yielded. an annual average “net profit of 
61.29% on a $10,000 unit during the last five 
years in the US crude oil futures market. : 
fach year was profitable, and equity Ask T. 
would-have been less than 50%. . a 
The system is only for rent. Trading can be 
| managed by us. Or you can do it yourself. - 
Systems are available for other markets. $ 
Call the Rangefi at (212) 415 7666 0r ; 
write PO Box 11, Tappan, NY 10983, USA. = fo 


ZURICH-ZURICH-ZURICH 
BAHNHOFSTRASSE 52 . 
YOUR OFFICE AWAY FROM HOME 


























in/ot/ 
FROM SWITZERLAND 











Mstrasst 
Tel: 01/2 
Fax (1) 2111922 























YOUR STAY IN LONDON 


a ‘furnished, selt-contained service 
ment in Knightsbridge. near Harrods. f 
runy equipped kitchen-dinette, bathroom, 
phone, colour TV, central heating, elevator. 
12 persons. Brochure by airmail, -< 


45 Ennlomors ardens LONDON SW7 


Tel: 01-504 4123. Telex 295441 (Ref KSF) 
























essential. 
The role calls for a strong aptitude for data and analytical work and familíarity 
FOR SALE with PC-based business . Equally important are good interpersonal and 
COMPANY IN communications skills and the potential for broader responsibility in due course. 
Applications giving full career details to include age, qualifications, experi- 
Annual turnover (1987): DM19m ence, present position and salary, should be ‘made to the Group: Personnel 
eeu 100 (qualified'skilied) Officer, CEGB, Sudbury House, 15 Newgate Street, London EC1A 7AU, to 









arrive no later than 9 June 1988. 
Please quote reference 201/88/KIM/EC 
The CEGB is an equal opportunity employer. 







Air conditioning/ventilation systems, indus- f 
trial heating systems, sw feontrol 
panel design and production, -instrument 






: In-house R&D 
energy substitution, — diesel — engine 
3509. The Economist Newipaper Cile - CENTRAL ELECTRICITY GENERATING BOARD HEADQUARTERS 
| 25 St James's Street, London SWIA THG. : . s : a i : 





ANALYSIS OF HANDWRITING. Char- 
acter/Personn&l' appraisal. -"GRAFEX; 


Antwoordnummer 1927, 2501 WB, The 
Hague, Holland. Tel:01751 77272. 


PRESTIGIOUS LONDON ADDRESS: 


23 Personal/company ` use. Fax and ali 


services. Harcourt Business Services. 


<" Tet: 01-706 0342. Fax: 01-706 0349. 


OVERSEAS. POSITIONS 
Hundreds of 


Luxuy self-catering apartments in the 
heart of Mayfair. The discounted rates we 
offerto Airline Personnel are now extend- 
ed for a limited penod ‘only to include all 
“clients booking through our USA Office. 


Please contact British Breaks dee PO f 
ORA tutore PU RR Fe 

7 ne ái] 
882080. 


**. Do you prefer to fly first class when you travel? 
** Do you value personal, professional services? 
-** Do you usually pay more forthose quality amenities? 
. Would you still request all the extras of first class . s if they ; 
st less money. 


hen you will be interested in learning about GO IN CLASS, 
a unique travel broker. We provide you with top- -notch 
|. service and top savings on your travel needs. At GO IN 
CLASS we specialise i in the sale. f First Glass and ‘Concorde s 
tickets» 
: PRICE LIST FOR VARIOUS DESTINATIONS TO THE USA E 


Curentist  CuréntBus — GOINCLASS 
Destination Class Rin Class Rin paren nur 


-- Honolulu, Hawaii. 3048 1 18925 1797 
“Los Angeles, California 3040 2070. 1966 . 
"Miami, Florida 2916 — 1302 1937 | 
:New York, New York 2692 ^ 3230 ^ [03468 
“Washington, DC 2692 . . 1292 sol PIA 
Other Worldwide destinations on ecient i 
Hours: Monday — Friday 9.30am-6pm < ~ 
CALL NOW for further information and a brochure. : 


Company accounts welcome 


TEL: 01-381 3085 


YOU'LL FLY FIRST CLASS WITH GO IN LASS. 
228 Munster Road, London Swe SAZ. Tel: 01:381 6408. 


EC, PO Box 460, Town of Mount Royal, 
Quenec Canada H3P 3C7. 


124% PROTECTED 

HIGH INCOME (£) 
Insurance Company: Guaranteed: 
Monthly Thcome m Growth y 


~ FLOREN FARM 
LITCHFIELD, CONNECTICUT 


Circa 1789, Colonial farmhouse pristine! 
renovated with four bedrooms, three full 
; baths, eat-in kitchen iing and dining roor 
1 and a large three-level ba 
On seven acres with private" 
 meadowland and perennial New 
ew 


With Capital 
: Potential of +20% Per Year 
Br dens. One and threequarter hours from 
“York ai Exclusive $1. 125:000. 


Write or Call 
.. Edwin Hargitt & Co SA. 

Avenue de Savoie 10, Suite 3D SOUTH KENT REALTY 
1003 Lausanne, Switzerland = f | Main Street, Box 153 
Tel: 41 21 200 971 Thx: 454681 — : os. Kent, Connecticut 06757 
. Fax: 41 21 200 977 F 203/927-4663 


You need to know | 


WHO'S WHO — 


MBA. Englishman; 32; seeking position - 
as assistant to chairman/CEO: Line: 
management. experience, financial 
training... Full curriculum vitae... Box 
. 3596, The Economist Newspaper Ltd, 
c St James's Street, London SW1A 
HG. : 


Fasken Martineau Walker. 


Canadian Barristers, Solicitors &. AAgeiaver 


|. THE 
: DIPLOMAT HOTEL 
2 CHESHAM STREET 


ELGRAVIA 
LONDON SW1X 8DT 


TEL: 01-235 1544/ 
01-235 2890 
TELEX: 941 3498 EXECUT G 
FAX: 259 6153 


| Single: £49.95 + VAT 
Double/Twin: £64.95 + VAT | 
Extra single: £16.95 + VAT 


Located in Belgravia, between | 
| Knightsbridge . and . Sloane 
Square stations, in London's 
finest and most prestigious |. 
area. 

- All rooms with private facilities, | 
colour television, direct dial |. 
telephone, hairdryers, coffee | 
and. tea makers.. Substantial: | 
buffet English breakfast, VE 


Fasken Martineau Walker announces the opening 
of its European Office in London. 


"Toronto 
Montreal 
Mississauga 
Quebec City ^ The firm has established its European Office in 
response to the increased international commercial 


activities of its Canadian and Enrnpsan clients. 


London 


Fifth Floor Tel. 

10 Arthur St.. (01) 929-2894 
London > Fax. 

ECAR 9AY (01) 929-3634 
England 


Resident Lawyers 

Roger D. Wilson, Q.C.; (Ontario Bar) 
Marc Nadon (Quebec Bar) — 

Marc M. Lacourciére (O tario Bar) 




















OUTPUT, DEMAND AND JOBS Britain's GDP grew by 4.6% in the year to the first-quarter of 1988; 
its industrial production rose by a less-inspiring 1.6% in the year to March. Italy's GNP increased by 
2.8% during 1987; in the 12 months to February its industrial output rose by 2.996. French industry 
boosted production 2.9% in the year to March. In the same period Holland's industrial output fell 
5.5%; in the year to the last quarter of 1987 its GNP rose by 1.6%. Japan's retail sales are booming, 
up 9.4% in the 12 months to February. 















































% change at annual rate 
industrial production GNP/GOP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australa — —108** + 10° mm — 4 61 +46 à —05 +19 a 79 tw 83 
Belgium — * 17 +07 w rna na +35 — — 06 oes 108 A — 1017 — 
Canada + 34 +57 m + 63 1i 57 « +19 + 54 Fe 77 w« — 93 
France — * 39 +29 m + 16 25 « X15  — Lim 103 w — 108 
W.Germany + 26 +23 m +29 +23 « * 52 +70 w 89 aw  — 89 
Holland ^ —107 — - 55 ww 108 + 16 « +79 +49 oer — 40 141 
Haly — 0 33 +29 me — t 08 +280 +30 F49 oa 156 aw 137 — 
Japan —— 43144 4113 w — 4 70 + 53 0 X119 94 m 26 m 29 
Span -34 +40 re na na +15.5 +14.0 any 20.0 a 20.2 
Sweden -19  — 19 w +87 +244 -35 +48 re 16 at 19 
Switzerland 4241 +56 u +21 +27 o +39 ~ 06 wt 08 wm — 08 
€. 738. +16 m è +10 +460 +AT F45 &8 a 108 
SA —— 7532 F64 m +23 485m +66  *12w 54 a 62 





tValue index deffated by CPI. * "New series. 


PRICES AND WAGES The 12-month rate of consumer-price inflation in both America and Britain 
was 3.9% in April. France did better at 2.5%, while Canada’s inflation rate was 4.0% in the same 
month. Australia’s wholesale prices rose 7.3% in the year to February; Belgium's fell 0.5%. British 
wages increased 8.5% in the 12 months to March—a real pay rise of 4.8%. Italian workers saw 
their pay climb 7.5% in the year to February—a real increase of 2.5%. 

% change at annual rate 












































ECONOMIC AND FINANCIAL INDICATORS 1 





Pe COMMODITY PRICE INDEX 
The Economist food index, 
flat for the first four months 
of the year, rose 6% during May. Prices of 
beverages and oils remain depressed, but 
soyabeans and grains have been enjoying a 
speculative rally following prolonged dry 
weather in the prairies of Canada and 
America. Soyabean futures shot past $8 a 
bushel last week—the highest since 1984— 
but then profit-taking and rain at the week- 
end damped down prices. Winter wheat, 
which is nearly ready for harvest, is most 
vulnerable to the dry weather: wheat prices 
are at their highest for two years. 



























































consumer prices* wholesale prices* wages/earningst 
3 mthst 1 year 3 mthst- 1 year 3 mthst 1 year 

Australia — — 72 — 471 w £88 +73 fe +98 +58 ma 
Belgium +47 +10 wm i2 05 4154 28 o 
Canada + 39 + 4.0 Ape + 30 + 4.6 uw + 67 + 4.1 n 
France — * 25 t 25 ap * 43 *393420 + 33 * 35 Ja" 
W. Germany + 24 1l pe +13 + 06 ww + 16 * 30 wa ` 
Holland ~ 05 TO07 Ap = 10 — 01 re + 07 T 05 wa 
italy +50 + 50 Aw +45 +43 ww +62 +75 re 
Japan — — = 24 +.0.7 war | ~ 390 — 07 a + 06 * 22 ww 
Spain + 58 + 46 Ax +33 + 28 ww + 86 t 92 uw 
Sweden — * 66 612 * 70 + AB w + 94 + 62 an" cdd S dnos 
Switzerland + 35 + 19 ay + 39 + 2.0 Ap nii + 21 «* May17 — May 24¢ one one 
UK. 4 + 39 ap +58 + 42 rw + 94 + B5 wa EN M month year- 

A + 36 +39 w + 14 E17 Mw + 26 + 29 Ax Dollar index : 

: 2 Fan - D items 1583 — 1568 +96 +448 

eei Ue manh earings raf employees i aS apan, and Switzerland, monty earnings: Belgium Canada, Sweden and USA, hon Food 1105 — 1123 +61 +183 
i SHIPPING The 1980s have not been kind ee NE TNR e 
to shipowners. Lower oil consumption (the Nía ft 1526 ^ 1565 427 191 
world now guzzles 7% less than it did in Metals 2436 — 2324 +16.5 +1029 
1979) and the growing use of.oil pipelines Sterling index 
have hit demand for tankers—their total x MON 106.9. 1076... E, +268. 
tonnage has fallen 30% since the late Eee RH 66 * 98 
1970s. The tonnage of bulk carriers on the All 1416 — 1379 +121 4448 
seas is also stagnant; only grain-carrying Natt 1050 1074 4 31 +44 
fleets prospered last year. Although the Meta ^ 1676 1595 4169 4778 
world's fleet is now at its lowest level since SDR index 
1977, Fearnleys, a firm of shipping analysts, Al tems — 1168 — 1156 — +102 +363 
is optimistic that it may soon head out of the ee .814 828 + 67 +14 
doldrums. Oil consumption is picking up industriala an are 
again: by 1991 Fearnleys expects that oil- Nia H 1124 1155 4 32 4122 
tanker tonnage will have increased by 4% Metais 17804 — 1715 4171 341911 
from 1987's 233m deadweight tonnes (dwt). Gold 
It thinks the total tonnage of the world fleet Speroz 45425 45850 +24 +12 
will recover to more than 600m dwt by peta seta u up - 


1991— its highest level since 1986. 








$ provisional $} Non-food agriculturals 


Footnotes applicable to ali tables. Ali figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3mos, at annual rate. na not available, 





SUME. 










































8 BANKING Seven of the world's ten big- 
gest banks (as measured by the size of their 
total assets at the end of last year) are 
|. Japanese. Back in 1980 only one, Dai-Ichi 
Kangyo, was in the top ten. Now it is the 
world's largest bank, with assets of over 
.$300 billion; Sumitomo has overtaken Fuji 
< Bank to take the number two slot. During the 
- past couple of years the assets of Japanese 
banks have increased sharply in dollar terms 
because of the strength of the yen. There is 
:. now only one American bank in the top ten: 
- Citicorp, which used to be the world's 
“biggest in the early 1980s, is now in eighth 
place. Bank of America, which was the 
world's biggest bank in the 1970s, has since 
dropped to 27th place. The two European 
banks in the top ten are both French. 


World's top 15 banks end-1987 assets, $n 








Sours: Salomon Brothers; Barkers Association of Japan 






































ECONOMIC AND FINANCIAL INDICATORS — 








———EEE ere Pons SE 
WORLD. BOURSES Wall Street, still worried about inflation, fell 1.2% in the week. Investors were." 
also. wary in Milan, which fell 2.2%, and in Tokyo, which fell 1.8%. Higher gold prices helped 

Johannesburg to soar 4.3%, and Sydney to rise 2.2%. : 



























































Stock price indices % Change on É 
May 24 1988 one ow red 3/128 
high low week year high in local in$ 
currency. terms « 
Australia 1470.0 1470.0 11707 +22  -—185  -363 4121 - 4217 
Belgium 4640.1 5043.1 3608.4 — 14 +28 —143 4270 447A C 
Canada 3183.5 3402.4 2977.9 — 12 — 134  -226 407 +55... 
France 3152  . 3152 251.3 + 24 —267  —315 4123 + 44 
W.Germany . 13257 1457.5 1207.9 = 15 —238  -—418  -20  —57 
Holland 239.4 2803  . 2057 — 18  -—4163 —283 3147 + 66 
Hongkong 2516.2 2684.1 2223.0 — 07 — 143  —363 493 +85 
italy 470.0 545.1. 423.9 —22 — 921  -482 —9397 | —2 
Japan 273127 278200 21217.0 —18 41. #— 18 . 4267 . +237 
Singapore 957.0 976.1 833.6 — 14 — 207 —8364 4162 4152 
South Africa — 15770 1577.0 1387.0 443 — 178  —804 4 93  -162t 
Spain 270.9 281.1 2255 — — 04 485  —167 1192 +143 
Sweden 2918.0 2918.0 2148.5 422 4102  -—107 +34.5 3317 
Switzerland 500.3 538.5 466.6 —13  -— 138 814 4 55 =~ 54 
UK** 1782.9 1855.5 1694.5 — 0.4 —12  -?270 *41 435. 
USA 1962.5 2110.1 1879.1 242  -—146  -278 +12 . +12 








**New series (FT-SE 100) +Converted at financial rate 


sers A t een ——————— 
MONEY AND INTEREST RATES In February the 12-month growth of France's money supply slowed 
to 1.796 on the narrow Mi measure and 8.1% on broader m3. Italy's also slowed, to 7.4% in M1 and 
7.2% in M2. The growth in Sweden's broad money quickened to 6.5% in March.. 









































Money supply interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago ^. Monay market Commercial banks © Bond yields Eurocurrency 
Narrow Broad} Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] ing 3months long-term 3 months 
Australia. +19.6 -+13.9 we 1200 12.75 13.75 12.50 12.33 13.33 12.38 13.00 
Belgium + 47 +102 0 6.00 6.10 8.50 5.80 7.84 8.08 6.19 na 
Canada . + 18 +56 a 8.90 9.30 10.25 7.50 1034 1054 900 999 
France + 17. + 81 re — 750 — 750 945 — 781 923 984 782 — 9.14 
W. Germany +10.5: + 6.1 ma 3.20 3.60 5.50 3.28 6.35 6.05 | 3,50 4,83 
Holland + 72 +. 4.8 Feb 3.88 4.13 575 3.50 6.19 6.66 4.00 6.18 
itay — + 74 +72 fæ 1025 11.26 12.63 na 10.51 10.67 10.38: na 
Japan + 95 +11.8 Mar 3.25 3.81 3.38 1.76 4.69 4.30 4.19 4.65 
Spain 7r 10.3 +14.0 vec — 1085 11.01 14.50 7.50 12.24 13.70 9.75 na 
Sweden na + 6.5 Mar 9.65 10,90 1200 10.48 11.35 12.15 40.50 na. 
Switzerland --18.1 116 Feb 2.50 2.58 5,25 4.75 “507 436 2.50 453. 
UK +20.8 ` +20.9 ma 7.88 7.66 850 — 756 940 1067 763 . 998 
USA + 34 + 60 aw 7.00 7.26 9,00 7.29 9.35 972 7.50 8.89 





Other key rates in London 3-mth Treasury Bills 7.2%, 7-day Interbank 7.3, clearing banks’ 7-day notice 2.0%. Eurodor 
rates (Libor): 3 mths 7.4%, 6 mths 7.7%. f l 
FMZ except Australia, Canada, France, Spain, Switzerland, USA, UK, W. Germany M3, Japan M2 plus CDs. p-5- of interest rates quoted available ane on 


Sources: Bank of Bilbao, Chase Manhattan, Banque de Commerce (Belgium), Nederlandse Credietbank, lyonnais, Svenska Handelsbanken, 
Credit Suisse First Boston, Wharton Econometrics. These rates are indicative only and cannot be construed as offers by these banks. 





TRADE, EXCHANGE RATES AND RESERVES The dollar's trade-weighted value fell 0.4% during the week; the yen’s rose 1.1%, the D-mark’s fell 
0.2%. France's current account moved into deficit in 1987 to the tune of $4.6 billion, 
surplus widened slightly to $3.7 billion in the 12 months to April; its current-account 
visible deficit widened to $16.5 billion in the 12 months to April. 


after a surplus of $3.0 billion in 1986. Sweden's: visible-trade 
deficit narrowed to $1.4 billion in the year to March. Spain's 




















































































trade batancet current- trade-weightedtt currency units per $ currency units foreign reservestt 
$bn account exchange rate Sbn 

latest latest 12 balance $bn A 

month months latest 12 mths latest „year ago latest year ago per£ perSDR per ecu Mar — year ago: 
— 003 ma — Ot 7785 wr 58.6 55.8 1.28 140 2.39 175 — 187 93 65 
— 0.32 oe | — 01 + 24m 100.0 100.0 35.5. 37.5 66.3 48.6 43.4 92 79 
+046 m + 71 — 73 « 76.9 1.24 1.34 232 . 170 1.52 117 6.9 
4 032 ww è 48 — 46 «. 716 575... 603 107 7.88 704 312" nB — 
+ 490 ra + 643 + 445 Feb 147.4 1.70 1.81 3.18 2.33 2.08 780. . 604. © 
— 00i de + 16 + 32 a 135.3 191 2.04 356 262 2.33 184. 422 - 
— 086 p  — 87 + 59 o 474 1264 1304 2360 . 1736 1547 9899. .. 254 
F 840 w« + 942 + 837 Ww. 2221 124 143 232 LZ 152 43 - 68.3. 
— 1850 a» — — 165 + 06 Mar 485 112 —  . 127 210 153 138 318*'*. 155 
+ 058 x + 37 — 14 Mar $8.5 5.91 631 119 8.10 7.24 8.6 79 - 
— 040 rm  — 52 E 7.0 08 1745 142 149 266 194 174 242  . 208 
— 157 mar — — 205 oo RÀ Mar 0.61 — 074 0.66 MÀ 21.5 
— 9.75 wu" —168.0 —1907 9. 137 128^ 





00821. 387. 












no Canada, Japan, and UK imports fob, exports others cf 
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The power of mee 
Worldwide. 


Ina complex world where even the slightest changes in economic factors 


f 
/ 


can have widespread repercussions, foresight is essential. 
\s the top-ranking European bank firmly established among the world’s 
iders, BNP puts its intimate knowledge of world economies to work for you. 
With offices in 76 countries, BNP monitors international markets 24 hours 
a day, gathering and analysing up-to-the-minute data to keep you fully abreast of 
market changes. With a specialized teleprocessing network and one of Europe's 
most advanced trading rooms, BNP offers clients the advantage of a constantly 


updated. clear and precise market reports to help 








them determine the right moment to act, in Europe... 








and throughout the world. 


Banque Nationale de Paris.World banking is our business. 









SCIENCE “SCOPE 







































A new air traffic control system for the Federal Aviation Administration will play a key role in helping 


o meet the growing demand for passenger air travel by making it vastly more efficient. The system is 
currently under competitive development by a team consisting of Hughes Aircraft Company; Sanders 
Associates, a unit of Lockheed; and Unisys. The system, called the Advanced Automation System 
(AAS), promises to be one of the largest real-time computer-controlled systems ever developed. 
Twenty-three regional air route traffic centers around the nation will receive new equipment, and new 
computers and automated displays will be installed in nearly 300 airport control towers. AAS will be 
capable of meeting air traffic control requirements well into the 21st century. 


A new printed wiring board (PWB) significantly reduces the manufacturing cost of large backplanes, 


' or motherboards, while improving producibility, performance, and reliability of the computers they 

. help operate. Developed by Hughes for military computer applications, the 18-layer PWB contains 

.. 1500 fewer wires than the one it is designed to replace, and may be the most complex such board ever 
manufactured. The multilayer design of the new board minimizes the number of machine-wrapped 

wires, requiring only 2,500 such wires, compared to 10,000 on present PWBs, thus greatly simplifying 

assembly and inspection. 


A single high-power microwave system will distribute 60 television channels in the San Francisco Bay 

area from one centrally located headend site. The 60-channel AML® high-power array, built by 

Hughes, will allow United Cable Television Company to interconnect San Francisco's East Bay, South 

Bay, and Peninsula areas. By using Hughes’ AML microwave link, six communities will be served 

- without the expense of hardline transportation trunks or duplicating headend equipment and building 
- facilities. United will also cut operating costs by maintaining only one headend instead of six. 


A critical milestone in airborne missile defense technology will soon be subjected to the rigors of flight 


tests by the U.S. Army Strategic Defense Command. An experimental infrared sensor system, 
developed by Hughes, will undergo testing aboard a modified Boeing 767 jetliner to detect an 
intercontinental ballistic missile (ICBM) launched from Vandenberg Air Force Base as it flies through 
space before reentering the Earth's atmosphere and splashing into the Pacific Ocean. The passive 
sensor, using an advanced focal plane assembly, could ultimately provide data leading to key 
.components in the Strategic Defense Initiative. Such components would alert defenses in the event an 
ICBM attack slips through other defensive systems. 


A special space-based sensor is able to identify tropical storms earlier than conventional weather 


“satellites. The microwave imaging sensor, designated SSMI, is the first in a series to be flown on the 
US. Air Force Defense Meteorological Satellite program spacecraft. Unlike conventional weather 
satellites, which see only the tops of clouds, SSMI sees into and through them, giving forecasters a view 
of the intensity of a storm. The Hughes-built sensor measures wind speeds over oceans, the amount of 

< moisture in the ground and in mountain snow packs, and determines ice coverage. SSMI is also the first 
_ space-based sensor that is able to determine where it is raining over land. 





“For more information write to: P.O. Box 45068; Los Angeles, CA 90045-0068 USA 





The first defi 


On July 2nd 1988 The Economist 
will publish a major survey on 

the future of The European 
Common Market. Extracting from 
the hype and the mass of govern- 
ment directives, The Economist 
survey will offer a clear and 
authoritative view of the realities 
and practical difficulties of creat- 
ing a genuine single market by 
the end of 1992. 

The survey will cover: 


€ Trading outlook for manufac- 
turing and service industries 


€ Banking and financial integra- 
tion 
€ Guide to the effect of the 1992 
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programme on taxation, 
industrial standards and em- 
ployment mobility 


€ Corporate strategies and the 
impact of deregulation — 
banking, computers, telecom- 
munication industries and 
consumer products 


€ The political implications of 
1992 for EEC member states 


€ The impact on the transport 
sector, including airlines 


€ What governments must face 
up to and what companies 
should do in planning for 1992 


1992 offers exceptional challenges 


nitive survey 








and opportunities for companies 
not only located in Europe but 
also for those based in America, 
Japan and Asia. 


Many of the world's important 
decision-makers and opinion- 
formers will be paying special 
attention to this valuable survey. 
The Economist's July 2nd survey 
offers a unique opportunity to in- 
fluence them. 


To book your advertisement 
contact Christopher Collins in 
London or your local Economist 
representative. 


The 


Economist 





The Economist Newspaper Limited, 25 St James's Street, London SWIA IHG 
Telephone (01) 839 7000. Telex 24344. Facsimile (01) 839 2968 
Frankfurt: Telephone (69) 728141. Paris: Telephone (1) 4289 3927 
New York: Telephone (212) 541 5730. Hong Kong: Telephone (5) 250 078 
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MAKE FAST AND STEADY PROGESS. 


Until now, manual skills were a big part 

of writing complicated computer programs. 
They required a major investment in time, 
effort and money—and days of boredom for 
the applications designer. 

McDonnell Douglas information systems 
specialists developed a way to end the dull, 
turtle-speed tedium formerly necessary 
for good programs. Their ALIS software 
maps out the best program path and selects 
routine computer instructions. 

The result is a working program that 
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SPACECRAFT & MISSILES 


emerges with hare-like speed, ready to use; 
allowing application systems designers to 
fully concentrate on the special character: 
istics of the project. 

Designers like ALL software because it 
lets them try out ideas ifi prototype pro- 
grams, quickly and easily, selecting only the 
best. Managements like it because it's faster, 
cheaper and yields better results, 

For more information,aonite: ALL software, MeDennell 


Douglas Information Systems Limited, Boundary Way, 
Hemel Hempstead, Hertfordshire, HP2. ZHU England 


MCDONNELL DOUGLAS 
Giving the nations of the world their money’ worth. 


AL AIRCRAFT 


TRAVEL MANAGEMENT HELICOPTERS 
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